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German Substitute Currency 


STADT RHEYDT 


Gutschein liber 2.— RM 


zum Bezuge von Lebensmitteln und persénlichen 
Bedarfsgiltern innerhalb der Stadtgemeinde Rheydt 


Dieser Schein ist nur giltig mit der Unterschrift u. dem Siegel- 
aufdruck eines zustandigen Beamten. Er darf von allen Lebens- 
mittel- und Bedarfsgiitergeschaften, Schuh-, Kleider- u. Wasche- 
reparaturanstalten in der Stadt Rheydt beliefert werden. Er ist 
bis zum 15. des Ausgabemonats durch den Belieferer bei der 
Stadthauptkasse in Rheydt einzuldsen. 


K-Nr. PA/ / 
RHEYDT, den 194 


(S) (Unterschrift des Beamten) 


When Allied troops entered the town of Rheydt (formerly part of 
Munchen-Gladbach, Rhine Province) it was found that owing to the lack 
of small money the Burgomaster was not in a position to help those in 
distress—and with nearly the whole town destroyed, and most of the industries 
at a standstill, the amount of “ parish relief ’’ urgently and immediately 


required was very considerabl fo meet this situation, an American Officer 
of the Allied Military Government decided to issue temporary media of 
exchangt Che illustration shows a Rm.2 token, for which we are indebted 


to Major [. H. Batten, of the Civil Administration section of S.H.A.E.F 
Rm.r and RKm.5 tokens were also printed. The substitute currency was issued 
through the local municipal offices to those in need of assistance, and it will 
be seen from the wording that the token “ may be honoured by all provision 
and general shops, shoe shops, clothing and clothing repair shops in the town 
of Rheydt."’ It must be redeemed by the supplier at the municipal treasury 
not later than the 15th day of the month of issue. The tokens were signed 
by officials of the local food office, but it is not known what system was used 
for numbering. In April of this year the total amount of such currency in 
issue was Rm.34,824 but a month later Rm.22,218 had been redeemed, leaving 
RKm.12,606 still in the hands of the population or of the shopkeepers. No 
issues were made in May 1945 as the currency situation was then improving. 
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57 
A Banker’s Diary 


THE personnel has now been announced of the board of the Industrial and 
Commercial Finance Corporation, the smaller of the two special companies 
to be set up to assist in the reconversion of industry. The 

Board of chairman is to be Mr. William Piercy, C.B.E., who is well 

Smaller known both in the City and in economic circles. Before the 

Finance war he was a partner in the stockbroking firm of Fenn & 

Corporation Crosthwaite, and was a leading figure in the unit trust move- 

ment. Both in this war and the last he has done important 

work for the Government, acting as director of the British Ministry of Food 

in the United States on the first occasion and as head of the Petroleum Mission 

in Washington during the present war. More recently, Mr. Piercy has been 
working in the office of the Deputy Prime Minister (Mr. Attlee). 

The remaining directors are as follows: Edward de Stein, William Henry 
Fraser, W.S., Lt.-Col. Lord Dudley Gladstone Gordon, D.S.O., The Rt. Hon. 
the Earl of Limerick, D.S.O., T.D., Col. the Hon. Glyn Keith Murray Mason, 
D.S.O., Reginald Hugh Roberts and Colin Marshall Skinner, F.C.A. 

It will be seen that the board has been selected for experience of industry 
and investment, rather than for banking qualifications, though banking is 
represented in the persons of Mr. de Stein, the merchant banker, Mr. Fraser, 
who is chairman of the National Bank of Scotland and a director of Lloyds 
Bank, and Lord Dudley Gordon, who is a director of Barclays Bank as well 
as chairman of Hadfields Ltd. Similarly, the Hon. G. K. Mason is a director 
of the Midland Bank as well as of a number of investment trusts and industrial 
companies. Until recently Mr. Hugh Roberts was chairman of Fisher & 
Ludlow Ltd., and has held several official appointments during the war. 
Mr. Skinner is a partner in a well-known Manchester firm of chartered ac- 
countants and a director of the Lancashire Cotton Corporation and other 
companies. It is understood that the board will proceed immediately to the 
appointment of officials and the recruitment of technical staff and will then 
be in a position to consider proposals. It will be recalled that the company 
will have a capital of £15 millions subscribed by the clearing and Scottish 
banks (including a £500,000 participation by the Bank of England), and 
will have borrowing powers of £30 millions. 





WHEN the Final Act of Bretton Woods was published, Mr. Henry Morgenthau, 
the late secretary to the U.S. Treasury, took time by the forelock and irritated 
Congress in no small measure by his grandiloquent proclama- 

The Fund tion ‘“‘ The Fund is Born.’’ With the announcement in the 
Is Born latter half of July that the plan has been adopted by the 
U.S. Senate in substantially its original form, it now seems 

no longer premature to state that this highly important delivery is at last 
an accomplished fact. American participation in both Fund and Bank are 
now assured. This being so it can surely be assumed that Britain will 
likewise announce her adherence to the scheme when the new Parliament 
is assembled, for although there are many who remain somewhat distrustful 
of the technical implications of the plan, probably few (even on the side 
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of Labour) would be prepared to push this hostility to the point of administer- 
ing the severe shock to Anglo-American relations and United Nations solidarity 
that would result from British rejection of the plan after its acceptance by 
Congress. 


In fulfilment of the policy of granting increased powers to the commercial 
banks in the administration of the foreign exchange control, the Bank of 
England has now announced a very considerable widening 

Decentraliza- in the list of banks authorized to deal in all currencies. 
tion of Hitherto, only the joint stock banks have been empowered 

Exchange to buy and sell all currencies, while the various Dominion 

Control —_and foreign banks were limited to dealing in their own domestic 

currency. By the recent change, the Dominion group now 
become authorized dealers in all currencies, though the foreign banks remain 
restricted to the currency of the country in which they operate. Perhaps the 
most noteworthy and welcome change of all, however, is that the merchant 
banks—hitherto excluded for some inscrutable reason from the charmed 
circle—become fully-fledged authorized dealers side by side with the clearing 
and other banks. 

One aspect of the authorized dealer’s status is that the bank in question 
is entitled to approve a variety of transactions without reference to the Bank 
of England. Since the business of the merchant banks depends predominantly 
on foreign contacts, a substantial measure of decentralization will thus be 
achieved by the new measure. The change may also bring an appreciable 
increase in earnings to the acceptance houses, since authorized dealers are 
entitled to recover from the Bank of England a commission of 1/32 per cent. 
on all transactions that they handle for account of banks which are not 
authorized dealers. This amount is, of course, quite distinct from the com- 
mission of } per cent. which banks are entitled to charge members of the public 
on foreign exchange transactions. From the point of view of the merchant 
banks, however, far more important than any actual monetary advantage 
is the prestige value of this belated recognition of their high status which 
the recent change implies. 

Interesting evidence of the increasingly close co-operation between the 
central institution and the members of the system, incidentally, is the willing- 
ness expressed by the Bank of England to instruct officials from other banks 
in their new duties as authorized de alers. 


THE Soviet system of differential prices, and even more the marked inadequacy 
of Russian published statistics and the varying bias of most observers, make 
it extremely difficult to form any estimate of the purchasing 


Value power of the rouble. A detailed and apparently objective 
of the analysis of this question is published by Prof. W. A. Hutt 
Rouble in the current issue of the South African Journal of Economics. 


Figures quoted show a phenomenal rise in prices between 

1936 and 1937 (a pair of boots, for example, cost 16,000 kopeks in the latter 
year against 1,800 in the former), while on the other hand the average nominal 
wage rose only from 624 roubles to 3,093 roubles. The rather surprising 
conclusion, Prof. Hutt points out, is that ‘ the purchasing power of average 
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industrial earnings was not only lower in 1937 than it had been in Czarist 
times, but also that it was lower in 1937 than it had been in 1926.” This, 
however, does not imply any decline in standards of living in the community 
as a whole, since industrial work is more highly paid than agricultural or 
domestic work, and there was a great increase in the number of workers in 
industry. Prof. Hutt concludes that “ the data permits no other conclusion 
than that the ratio of 100 roubles to the pound represents the limit most 
favourable to the interpretation of Soviet standards.’’ Several writers have, 
in fact, put forward precisely this estimate, but Prof. Hutt rightly regarded 
the implications of such a figure as so surprising that he strove “ to find 
grounds for assuming it to be either illusory or false,”’ though without success. 
His summing up on the question of Soviet living standards is as follows : 

“Taking the most favourable view of the figures, we conclude that the 
average Soviet industrial earnings before the present war must have been 
equivalent in purchasing power to not more than £3 per month in pre-war 
pounds (£36 per annum in pre-war British pounds). That is, Russian industrial 
workers must have earned rather less than the average real earnings of 
Natives in industry in the Union (£45 per annum). Moreover, about one- 
fifth of the workers, the unskilled labourers, were earning little more than 
{1 per month. The official minimum weekly wage-rate for skilled labour 
in industry in 1937 was 100 roubles (time work) or 110 roubles (piece work). 

‘This seems to be an absurdly false conclusion. The comparison strikes 
one as all the more absurd because it contrasts a class of underprivileged 
industrial labourers (in South Africa) with the average of all industrial workers, 
including highly skilled artisans, under the Soviets. Yet it is difficult to 
guess where the method can be at fault. There has been no selection of 
figures unfavourable to the Soviet standards. The puzzle cannot be answered 
by dogmatic ridicule of attempts to measure the purchasing power of money. 
In part, of course, the widely different price structures give comparisons 
a limited significance. Rents are remarkably low in Russia, whilst clothes 
are remarkably expensive. The Union Native, whilst he is actually at work, 
probably saves a larger proportion of his income and works less continuously 
than does the Russian worker. This also upsets the comparison. Moreover, 
the Soviet factory employee is almost certainly much better adjusted to 
urban life and spends his limited income more wisely than does the Native 
of our towns. A further factor which complicates comparisons is the wide 
range of industrial earnings in Soviet undertakings and the small range 
among Native industrial employees. There can be no doubt that a substantial 
section of the Russian skilled artisans were much better off in the power 
to acquire material goods than our industrial Natives. . . . But whatever 
allowances we try to make for the disconcerting conclusions to which dis- 
passionate price studies lead, we are inevitably left with the sure and certain 
knowledge that Russian standards of living before the present war were 
still remarkably low—almost unbelievably low.’ 

There remains, of course, one stock re ply to all such unflattering com- 
parisons between Russia and capitalist nations, namely the contention that 
in Russia expenditure on social services amounts to a very large supplement 
to money incomes. Prof. Hutt looks into this point also, and concludes that 
on the basis of 100 roubles to the pound such expenditure was equivalent to 
less than 3s. per head of the population per month. 
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[nN a recent address to the Institute of Export, Mr. E. Edwards, F.C.LL, 
the Midlands Manager of the Export Credits Guarantee Department, explained 
in detail the facilities now available under the new series of 


Export “VY” guarantees applicable to exports of consumer goods, 
Credits which are wider and more flexible than the war emergency 
was, ei? guarantees. During the war, incidentally, the Department 


Guarantees has issued guarantees to the value of over £400 millions and 
has paid claims for well over £4} millions. ‘“‘ V”’ guarantees 
are divided into two main classes called the E.C.G.D. (Contracts) Guarantee 
and the E.C.G.D. (Shipments) Guarantee. The essential difference between 
the two is that under the Shipments Guarantee the Department’s risk com- 
mences only from the time of shipment. The exception to this is that where 
goods are delivered to a United Kingdom buyer for export, then delivery is 
regarded as shipment for the purpose of the guarantee. Under the Contracts 
Guarantee, the exporter is covered from the time he books the order. The 
exporter might be prepared himself to carry the risk of the goods being left 
on his hands before shipment, either through the cancellation or withdrawal 
of an export licence, the insolvency of the buyer, or political or economic 
conditions in the buyers’ country which prevent shipment. In such cases 
he would find the Shipments Guarantee adequate, as this commences from 
the time the goods are put on board ship. The Contracts Guarantee would 
be required in cases of a special type of goods with perhaps a small resale 
value if it is impossible to deliver to the original buyer. 


THE new Guarantees are identical in cover from the time of shipment. The 
cover includes the basic insolvency or commercial bad debt risk. This has 
now been extended to cover the case of protracted default 
Risks in payment after delivery. Exchange restrictions, war, or 
Covered political or economic troubles which may interfere with the 
rage home of sterling are also within the scope of the 
cover. Under the “ V”’ Guarantees, too, there will be no question raised 
as to the insolvency a a defaulting buyer, and if payment has not been received 
by 12 months from the due date, and the exporter has done all he could to 
secure payment, the Department will pay and take over the rights against 
the buyer regarding recoveries. 

Under the old Guarantee there was also a requirement that the exporter 
should bear all losses up to 15 per cent. (or 10 per cent.) of the contract price 
of the goods before he could present a claim to the Department. This has 
now been dispensed with, and if a loss arises, the Department will pay the 
agreed percentage (up to 85 per cent. or go per cent.) without taking a first 
charge on the amount of the contract. 

There has frequently been raised by exporters, the question whether, 
in the case of ‘“‘ V”’ (Shipments) Guarantees, they would have to declare to 
the Department that part of their business where there was no risk after ship- 
ment. It is now agreed that where irrevocable cash payments are made 
before shipment in accordance with the terms of the contract of sale, the 
amount of such payments may be deducted from the gross invoice value of 
the goods which has to be declared. Similarly, business concluded against 
irrevocable Letters of Credit confirmed by a U.K. bank could be excluded. 
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On July 17—almost exactly one year after the Bank of England—the Bank 
of Scotland celebrated its 250th anniversary. The Bank owed its origin to 
a London merchant, John Holland, who was the first Governor. 
Bank of By an Act of 1695 the Bank was given a monopoly of banking 
Scotland in Scotland for 21 years, but it was not until the following 
Anniversary year that the preliminaries necessary to the actual commence- 
ment of business were completed. From an initial £100,000 
the capital has gradually increased to its present figure of £2,400,000, and 
the Bank now has more than 200 branches and sub-branches in various parts 
of Scotland, as well as the two London offices. Two institutions have been 
absorbed by the Bank in the course of its long history: the Central Bank 
(Head Office at Perth) in 1868, and the Caledonian Bank (Head Office at 
Inverness) in 1907. Originally purely a bank of issue, the Bank has pro- 
gressively expanded its activities with the industrialization of Scotland and 
wider powers were given to it in the Bank of Scotland Act of 1920. 


THE gross earnings of the member banks of the Federal Reserve system, as 
shown by the May Bulletin, rose from $1,650 millions in 1943 to $1,874 millions 
last year, income from advances being unchanged and larger 
holdings of Government securities accounting, as would be 


Record 

Bank expected, for nearly all the additional revenue. On the other 
Earnings hand, expenses were a little higher and taxation took $184 
in U.S. millions, against $115 millions, leaving net profits only $92 


millions up, at $649 millions. This is, however, ‘‘ sub- 
stantially larger than in any previous year and about two-thirds larger than 
in 1941 and 1942.” The ratio of net profits to capital accounts, indeed, was 
as high as 9.7 per cent. (against 6.7 per cent. in 1941), this being nearly equal 
to the previous peak years Ig1g and 1920. As late as 1938, the combined 
net profits figure was only $265 millions, even though service charges had been 
increased during the ’thirties and the payment suspended of interest on current 
accounts. Dividends paid have remained very stable and last year absorbed 


little more than one-third of the net profits. 


In the absence of official statistics of our external liabilities, estimates of the 
abnormal sterling balances have to be compiled item by item as figures become 
available for individual countries. It is thus of interest to 

Argentine note that Argentine’s sterling balances at the end of 1944 
Sterling amounted, according to the annual report of the central bank, 

to 1,167 million pesos, or about £86 millions. Altogether, 

Argentina’s exchange reserves at the end of 1944 totalled 4,779 million pesos 
(£354 millions). This includes 3,373 millions of gold, the ‘dled surpluses 
having been converted into gold through the Federal Reserve Bank. For 
1944 alone, the balance of payments was favourable to the extent of a 
milliard pesos, even allowing for an adverse balance of 43 million pesos on 
capital account, 351 million pesos of “‘ remittances abroad for financial services 
by private firms,’’ and 200 million pesos repatriation of sterling and Swiss 
franc indebtedness. With the sterling area, the balance of payments showed 
443 millions due to Argentina. The balance of trade with all countries was 
1,419 million pesos in favour of Argentina, or 173 million pesos more than 
in 1943. In physical terms imports were about unchanged and exports 


Io per cent. higher. 
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The Company Law Report 


HE report of the Cohen Committee on Company Law Amendment 

represents in the main an admirable combination of an enlightened 

desire for maximum publicity in company affairs generally, with a wise 
moderation in the few exceptional cases where publicity might really have 
harmful effects. As was to be expected, the Committee is far from sharing 
the law opinion of the value of published accounts and statements expressed 
in the evidence of the clearing banke rs. On the contrary, the entire report 
is based on the principle that “the fullest information practicable about 
the affairs of companies should be available to shareholders and the public’ 
(our italics)—a principle which is held to apply to private as well as public 
companies. If there is to be any flexibility in Company Law, the report 
points out, opportunities for abuse will inevitably exist, and the fullest 
practicable disclosure of information concerning the activities of companies 
will lessen such opportunities. The report also recognizes the value of 
informed Press comment and suggests that the law of libel should be modified 
to remove the fear of proce .edings which at present stifles anything like free 
comment. 

It follows that a large part of the recommendations are designed to increase 
the amount of information available to shareholders and the public. Never- 
theless, in two instances of special concern to bankers the Committee have 
concluded that the balance of advantage lies against publicity. These are 
the questions of bank contingency accounts or hidden reserves, and of general 
disclosure of the beneficial ownership of nominee holdings. On the latter 
subject, the Committee has in effect accepted completely the contentions 
put forward in the clearing bankers’ memorandum as to the virtual im- 
possibility of tracing beneficial ownership, as will be seen from the relevant 
passages of the report reproduced below. It therefore proposes merely a 
requirement that nominee holders should declare themselves as such, without, 
however, disclosing the name of the party for whom they directly hold. On 
the other hand, the Committee affirm its view that in principle ‘‘ shareholders 
and the public are entitled to know in whom control is vested.’”’ Accordingly, 
an obligation is imposed on every person who is directly or indirectly ‘the 
beneficial owner of one per cent. or more of the capital of a company (or of 
any class of shares) to file a declaration of such ownership within ten days. 

While these proposals would leave unaffected the vast majority of share- 
holders holding their shares in the names of nominees, and also the normal 
practice of the bank nominee companies, it is possible that some inconvenience 
to banking business may result from the wide definition adopted of a beneficial 
owner. This term would include any person “ entitled absolutely or con- 
ditionally to require the transfer of the share to himself or to any person 
nominated by him,”’ and would thus apparently cover a mortgagee as well 
as a beneficial owner in the usual sense. 

For the ordinary run of companies, the Committee's proposals would 
seek to abolish entirely the practice of building up secret or hidden reserves. 
The report lays down provisions for very detailed disclosure of individual 
items in the profit and loss account, which it rightly describes as at least 
as important as the balance sheet. The Committee has, however, accepted 
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the case so cogently put forward by Sir Charles Lidbury for special treatment 
of banks and other financial institutions, such as assurance companies. It 
recognizes that in such concerns the interests of the depositors and the policy- 
holders, respectively, outweigh those of the shareholders and that “the 
reputation for stability of these companies is a national asset of the first 
importance to the community in general.”’ 

On one question of secondary importance, unfortunately, the Report 
is definitely disappointing from the banking point of view. It will be re- 
called that Mr. Lawson put forward an extremely strong case for modification 
of the present inequitable law relating to fraudulent preference. As the 
Report acknowledges, cases arise where a company wishes to prefer a surety 
or guarantor and with this object pays cheques into its account at the bank. 
If.these payments are made within three months of the commencement of 
a winding-up, the liquidator may in England seek a refund from the bank, 
as the person to whom the payments were actually made, though not the 
person whom it was intended to prefer. The clearing bank memorandum 
suggested two alternative methods of amendment, designed to ensure that 
payment should be extracted from the person who has had the benefit of the 
preference and not from the innocent banker who, as one member of the 
Committee put it, “‘ is the mere channel, through no fault of its own and with 
no power to prohibit the use of the channel, whereby the fraudulent preference 


is brought about.’”’ The Committee, however, holds that it is a sound principle 


that the person to whom the payment is made should be obliged to refund 
to the liquidator the sum received. It does recommend that the person 
making the refund should have a right to recover from the surety within 
the limit of his guarantee or of the security he had provided ; but this remedy 
might prove of little value in practice in cases where it has been necessary 
to release the security when the account shows a credit balance. On this 
particular point, therefore, the position even after the proposed amendment 
would still be definitely unsatisfactory so far as the banks are concerned. 


Nominee Shareholdings 


77. History.—We have already referred in paragraph 72 to the sections of the 
Act which oblige a company to keep a register of members and to give facilities to the 
members and to the public to inspect the register. Those provisions have been in 
operation since the Act of 1862 and it has been suggested to us that the intention thereof 
is to enable a shareholder to know who his co-adventurers are and the public to find 
out who control the business in which they are contemplating investment or to which 
they are considering granting credit. It is, however, to be observed that section Io1 
provides that, in England only, no notice of any trust shall be entered on the register, 
so that the legislature may have contemplated that the registered shareholder might 
not be the person beneficially interested in the shares. It is probable also that another 
matter which affected the minds of the legislators in 1862 was the practice of having 
shares in issue, part only of which had been paid up, leaving as a common state of affair 
a continuing unpaid liability : the existence of which would, of course, have necessitated 
the maintenance of a register so that intending creditors could, on inspection of it reach 
a view as to the credit-worthiness of the concern and the sufficiency of the contributors. 
In so far as this was a reason for the establishment of a register of members it has fallen 
into disuse owing to the practice of calling up almost at the outset, the whole of the 
issued share capital. Whatever may have been the intention of Parliament, it is clear 
that at an early date investors made use of nominees, for as long ago as 1895 Sir Francis 
Palmer in his standard work, referring to the benefits of anonymity in private companies, 
said, ‘‘ This is in many cases a matter of great importance, and especially in the case 
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of syndicates, for it very commonly happens that leading financiers, Members of Parlia- 
ment, and commercial men, whilst willing to subscribe to a syndicate, make it a condition 
that their names shall not appear.’’ We doubt whether public opinion would now endorse 
this view, but as will be seen from the particulars given in the next paragraph the practice 
is now adopted from a number of other motives to most of which we think no objection 
can be taken. It may be relevant to add that the widespread use of bearer securities 
on the continent of Europe indicates that little importance is there attached to the dis- 
closure of beneficial ownership. 

78. POPULARITY OF NOMINEE SysTEM.—How widespread the nominee system now 
is, is indicated by the following figures which have been supplied to us by the Committee 
of London Clearing Bankers. Approximately 600,000 individual holdings of debentures, 
stocks and/or shares in companies were in 1943 registered in the names of member banks 
of the British Bankers’ Association or their nominee companies or others of their nominees. 
One of the clearing banks, after analyzing its total of 72,456 of such holdings, gives 
the following classification which does not take into account any succeeding layers of 
further trusteeship, which may well become multiple in many cases before the real 
beneficial ownership is reached (e.g. holdings for foreign banks, for stock exchange firms, 
or for trustees and executors) : 


Category Total Per cent. 

1 Residents outside U.K. .. = is ne aia ate 13,317 18,38 

2 Stock Exchange Brokers and Jobbers ied wa i 6,224 8.59 

3 Insurance and Trust Companies 2,798 3.86 

4 Security me ie i a i me ; 8,085 11.16 
5 (a) Facilitation of Stock Exchange purchases and sales x ai : 

(b) Convenience due to absence abroad a a y 3,990 5.13 

6 As Executors and Trustees under wills and settlements “y 35,705 49.28 

7 Unidentified purposes which could embrace concealment .. 437 . 60 

. 72,450 100,00 





On this table we would observe that other heads besides number 7, could include con- 
cealment from motives to which objection could properly be taken. 

The following information prepared by the same bank respecting the work of three 
of its nominee companies in the year 1938 (a relatively inactive period on the Stock 
Exchange) illustrate the frequent changes in nominee holdings : 


Separate holdings Number of transfers 

at end of year sealed during year 
No. 1 Company . a - ie in 18,318 87,543 
No, 2 Company .. ar ia a 5 4,757 38,623 
No. 3 Company .. on aa di Pm 14,899 11,049 
Total for three companies .. ee é 37,974 137,215 


Two of these nominee companies had together on their books, 1,580 individual holdings 
in shares of Courtaulds Ltd., Imperial Chemical Industries Ltd., and the Imperial Tobacco 
Company (of Great Britain and Ireland) Ltd. Of the dividends reaching one of the 
nominee companies in the year 1938 from eight English companies, 840 out of 1,013 
items were for foreign beneficiaries. 

The figures we have quoted indicate that the practice of nominee registration serves 
in many cases a useful and legitimate purpose, and the majority of the Committee take 
the view that registration in the names of nominees should not be prohibited. 

79. ARGUMENTS IN FAvouR OF DISCLOSURE OF BENEFICIAL OWNERSHIP.—If_ the 
practice of nominee registration is still permitted, the question arises whether the beneficial 
ownership should be disclosed. The principal grounds on which disclosure is urged, are : 

. (1) that foreigners may acquire control of essential British industries without 
anyone being aware of it ; 
2) that in view of the influence of the Press over public opinion the names 
of those who control the organs of the Press should be a matter of public knowledge ; 
(3) that an unscrupulous director finds it easier to make illegitimate use of inside 
information if he can conceal his dealings under the cloak of nominees ; and 
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(4) that a register of beneficial ownership would be useful to a shareholder 
who wishes to consult his fellow shareholders as to the affairs of the company. 

80. DIFFICULTY OF SECURING COMPLETE DiIscLosuRE.—We have had little concrete 
evidence to support these contentions, but we do not attach conclusive importance to 
the absence of proven cases of abuse since, in the nature of things, such evidence would 
not be forthcoming. In principle we consider that shareholders and the public are entitled 
to know in whom control is vested. No member of our Committee believes that any 
legitimate purpose would be prejudiced by disclosure of the names of the beneficial 
owners if such disclosure is considered desirable in the public interest and could be 
effectively and conveniently enforced without causing unnecessary work. Our doubts 
are on the question of enforce ability, and on the score of the work which would be imposed 
to no practical purpose if enforcement is not possible. We have examined a variety 
of schemes intended to secure such disclosure, but none of these is watertight. Even 
a complete prohibition of registration in the names of nominees would not disclose where 
the real control lay since shares could be registered in the name of a company registered 
abroad and it would not ne cessarily be known who controlled that company. Moreover, 
the majority of the suggestions would involve a volume of work out of all proportion 
to the probable benefits to the public. 

We make two suggestions which are intended to make the information given in the 
register of members more revealing than it is at present and which would not impose 
an intolerable burden on companies. We do not claim that these suggestions would 
result in disclosure of the real seat of control in every case. They would, however, 
provide information which would in some cases disclose where the control lay and would 
reduce the preliminary work of investigation in those cases in which, as we suggest later 
(paras. 84-5), the Board of Trade might feel it in the public interest to investigate further 
the beneficial ownership of shares. 

81. DIscLOSURE BY REGISTERED MEMBERS AS TO WHETHER OR NOT THEY ARE 
BENEFICIAL OWNERS.—We suggest first that nominee share holdings should be dis- 
tinguishable from other share holdings in the register. Accordingly, we recommend 
that all transfers should contain a declaration as to whether the transferee of shares 
is the beneficial owner thereof or is holding them as nominee. As regards existing holdings 
the company should be bound to send to its registered shareholders on the day of issuing 
the notice convening the first annual general meeting after the passing of the proposed 
new Act, a form, which the shareholder would be required to complete, stating whether 
he was the beneficial owner of the shares registered in his name or held them as a nominee. 
An obligation should also be imposed on the shareholder to notify the company of any 
change in the particulars thus furnished. In order that shareholders may not overlook 
their obligations, it should be provided that on the day of issuing the notices conv ening 
annual general meetings subsequent to the first annual general meeting after the passing 
of the new Act there should be issued also a warning drawing the attention of all share- 
holders to the obligations above indicated. We would emphasize that though it is 
tempting to extend this suggestion one step further and require in the case of shares 
shown as held by nominces the name of the person for whom the nominee directly holds, 
we have drawn the line short of that proposal for the reason that a very large additional 
burden would be imposed upon the companies, their registrars, and those concerned 
with the preparation of transfer forms, and upon trustees generally, without in the least 
affording to the public knowledge of the identity of those real owners whose real owner- 
ship it may be material to know, but who would (if anything turned on the question) 
very easily take steps to remain behind the curtain. 

82. DISCLOSURE BY BENEFICIAL OWNERS.— Secondly, we suggest that an obligation 
should be imposed on every person who is directly or indirectly the beneficial owner 
of one per cent. or more of the capital of a company or of any class of shares in a company, 
to file a declaration of such ownership within two months of the coming into force of the 
new Act or within 10 days after becoming such beneficial owner, whichever is the later. 
Such beneficial owner should also be under an obligation to make a declaration to the 
company regarding any change in his beneficial interest in the shares. These pro- 
visions should as a deterrent apply to bearer shares although detection of a breach would 
be difficult. For obvious reasons, they need not apply where all the shares of which 
a person is directly or indirectly the beneficial owner, are registered in his name. The 
information derived from these declarations should be entered in a book which should 
be available for inspection and particulars of such information should be filed with 
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the annual return. In our recommendations we have included a definition in wide 
terms of beneficial owner for the purpose of these provisions. 

We recognize that our proposal affords no absolute guarantee that the information 
will be available in all cases where the statute requires it: but we attach importance, 
from the practical standpoint, to creating a situation in which those who deliberately 
disregard the provisions of the statute will, if and when their default is detected, be put 
upon their defence and start that defence under a handicap which will certainly be 
severe. We feel also that the existence of this provision will be effective in many cases 
in which, if the provision were omitted, those concerned would see no danger in con- 
cealing their identity, and thus be deprived of any incentive to resist the temptation. 

We have considered whether to extend the provisions suggested in this and the 
preceding paragraph to debentures, but we think that the risk of control being exercised 
through debentures held in the names of nominees is too remote to justify the labour 
involved in attempting to deal with this possibility. 

There should be severe penalties for false declarations under this or the preceding 
paragraph or for failure to make the required declarations. 

83. BEARER SHARES.—The existence of bearer shares must inevitably make the 
information furnished by the declarations suggested in paragraphs 81 and 82 less com- 
plete. We are not, however, on this ground prepared to recommend the abolition of 
bearer shares since, as we have already pointed out, we do not consider it practicable 
to secure complete disclosure of beneficial ownership. It was represented to us, on the 
one hand, that bearer shares attract foreign money which is of benefit to the commerce 
and industry of the country and, on the other, that they facilitate the evasion of taxation 
and undesirable capital movements, but we have not regarded it within our terms of 
reference to form a considered view on these points. 

84. BoARD oF TRADE POWERS TO INVESTIGATE BENEFICIAL OWNERSHIP OF SHARES.— 
To meet cases where it is considered desirable in the public interest to ascertain more 
definitely by whom control of a company is exercised we suggest that drastic powers 
of investigation should be conferred on the Board of Trade. The information availabe 
as a result of the declarations which in paragraphs 81 and 82 we have suggested should 
be made, would reduce the volume of enquiries which the inspector appointed by the 
Board of Trade would have to make. 

85. DEFINITION OF BOARD OF TRADE POWERS.—We think that the Board of Trade 
should have power in any case where they are of opinion that it is desirable in the public 
interest to ascertain by whom control of a company is exercised, (4) to appoint an 
inspector with wide powers to investigate beneficial ownership ; (b) to direct the company 
not to pay dividends on, or to permit the exercise of any rights attached to, all or any 
of the shares specified in such direction until the Board of Trade otherwise direct. 


Accounts 


101. UNDISCLOSED ReEsSERVES.—The chief matter which has aroused controversy 
is the question of undisclosed or, as they are frequently called, secret or inner reserves. 
An undisclosed reserve is commonly created by using profits to write down more than 
is necessary such assets as investments, freehold and leasehold property or plant and 
machinery ; by creating excessive provisions for bad debts or other contingencies ; 
by charging capital expenditure to revenue; or by under-valuing stock in trade. 
Normally the object of creating an undisclosed reserve is to enable a company to avoid 
violent fluctuations in its published profits or its dividends. 

[he objections urged against undisclosed reserves can be summarized as follows : 
As the assets are undervalued or the liabilities overstated, the balance sheet does not 
present a true picture of the state of the company’s affairs; the balance of profit dis- 
closed as available for dividends is diminished, and the market value of the shares may 
accordingly be lower than it might otherwise be; and the creation, existence or use 
of reserves, known only to the directors, may place them in an invidious position when 
buying or selling the shares. 

On the other hand, if there is no detailed disclosure in the profit and loss account, 
undisclosed reserves accumulated in past periods may be used to swell the profits in 
years when the company is faring badly, and the shareholders may be misled into thinking 
that the company is making profits when such is not the case. Such abuses are rare, 
and, in general, directors have concealed reserves from shareholders in the belief that 
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such concealment is in the interests of the company. None the less the practice has the 
unfortunate result that shareholders and investors and their advisers have not the 
information to enable them to estimate the real value of the shares. 

We do not believe that, if fully informed, shareholders would press for excessive 
dividends and we are in favour of as much disclosure as practicable. It is also important 
in our opinion to ensure that there should be adequate disclosure and publication of 
the results of companies so as to create confidence in the financial management of industry 
and to dissipate any suggestion that hidden profits are being accumulated by industrial 
concerns to the detriment of consumers and those who work for industry. We have 
framed recommendations with which we think most companies should comply. 

There are, however, three classes of companies where other considerations must 
be taken into account, namely banking companies, discount companies and assurance 
companies (we use the term “ assurance companies ’”’ to cover both assurance and 
insurance companies). In the case of banking and assurance companies the interests 
of the depositors and the policy-holders respectively outweigh the interests of the share- 
holders and in the case of all three classes of companies considerations affecting the 
public interest must be taken into account. The reputation for stability of these 
companies is a national asset of the first importance to the community in general and 
it is not in the public interest to endanger their stability or the confidence they enjoy 
at home and abroad. From time to time the values of their assets and particularly 
their very large holdings of Government and other gilt-edged securities are adversely 
affected by political disturbances and economic conditions, national and international. 
In such circumstances it is desirable that their financial strength should be even greater 
than may appear. The history of the years after 1929 demonstrates the public advantage 
of their being able to present a reasonably stable position in a time of violent and sudden 
stress, and for this reason it seems to us desirable that such companies should be per- 
mitted to retain a buffer of undisclosed reserves. In this country no one questions 
the stability of our banks, discount companies and assurance companies, but some 
countries are not so happily placed and countries abroad watch the evidence of stability 
very closely and react very quickly to any unusual symptoms. We consider, therefore, 

that banking and discount companies should be absolved from the obligation of showing 

separately reserves and provisions and transfers to and from such accounts, but that 
their balance sheets should indicate the existence of reserves and provisions and their 
profit and loss accounts should be appropriately worded so as to show whether any 
such transfers have been made during the period covered by the accounts. 

The definition of banking company or discount company presents difficulty. Many 
companies call themselves banking companies or discount companies although they do 
not carry on the functions generally understood by these terms. We think the only 
solution of this difficulty is to vest in the Board of Trade the power to grant exemption 
from the requirements in question to such companies as they consider fall within the 
recognized conception of a banking or discount company. 

102. ASSURANCE COMPANIES.—Parliament has enacted special legislation dealing 
with the affairs of assurance companies transacting most classes of assurance business 
and the Assurance Companies Act, 1909, prescribes forms of annual accounts to be 
deposited with the Board of Trade by such companies. Under section 11o of the 
pti. ne Act they may deliver these accounts for registration to the Registrar of 

Companies instead of accounts drawn up in accordance with the Companies Act: share- 
holders and policy-holders are entitled to obtain copies of the prescribed accounts and 
the annual accounts issued to the shareholders are often based on the accounts so pre- 
scribed. We do not consider it desirable to impose under the Companies Act any re- 
quirements for disclosure of reserves and provisions or transfers to and from such accounts 
beyond those contained in the prescribed forms. We suggest, however, that the Board 
of Trade should be empowered to alter the prescribed forms of the annual accounts so 
as to incorporate therein the requirements of the Companies Act, including the amend- 
ments we suggest other than those relating to reserves and provisions. 

103. Prorir AND Loss AccountT.*—We consider that the law should lay down 





*In paragraph 96 the report observes: ‘‘ We consider that the profit and loss account is 
as important as, if not more important than, the balance sheet, since the trend of profits is the 
best indication of the prosperity of the company and the value of the assets depends largely on 
the maintenance of the business as a going concern.” 
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minimum requirements as to the contents of the profit and loss, or income and expenditure, 
account calculated to ensure that it gives a fair indication of the earnings of the period 
covered by the accounts and that the auditor should be under specific responsibility 
to report on its contents. The account should be drawn up in accordance with accepted 
accountancy principles consistently maintained and if for any reason any change of a 
material nature, e.g. a change in the basis of stock valuation, is adopted, specific attention 
should be called to the change and to the effect thereof. 

As a corollary to our recommendations relating to reserves and provisions of banking 
companies, discount companies and assurance companies, it follows that corresponding 
exemptions are necessary in the case of such companies from showing separately transfers 
to or from reserves and provisions in the profit and loss account. 

104. REQUIREMENTS AS TO ACCOUNTS TO BE SUBJECT TO MODIFICATION BY ORDER.— 
We have already made reference in paragraph 97 to the importance of seeing that 
legislative provisions do not restrict progress in the technique of conveying information 
through published accounts. We suggest that while the general principles applicable 
to balance sheets and profit and loss accounts should be included in the body of the Act, 
provisions as to the detailed contents of balance sheets and profit and loss accounts 
should be included in a schedule which should be capable of being modified or extended 
by statutory Order approved by affirmative resolution of Parliament. Such a provision 
would make it possible for developments, the usefulness of which is established, to be 
given legislative effect by a simple procedure. If this suggestion is adopted, it should 
be applied also to our recommendations as to consolidated accounts. 


Consolidated Accounts 


119. There has been a considerable and progressive growth in the number of sub- 
sidiary companies : the carrying on of a particular branch or activity of a business through 
the medium of one or more subsidiary companies is, no doubt, often convenient and 
advantageous, but from the shareholders’ point of view it has been accompanied in 
a large number of cases by an absence of information as to the financial position and 
results of the undertakings in which they are interested. The issue with the statutory 
balance sheet of consolidated accounts showing the aggregate assets, liabilities, reserves 
and results of the. holding company and its subsidiaries is becoming more frequent, 
but there is still a considerable number of holding companies which fail to give share- 
holders the information necessary to enable them to form an adequate view of their 
interests. There are other methods of giving this information, e.g. by the issue of the 
accounts of each subsidiary or of combined accounts of subsidiaries as a whole or in 
groups : we consider that the issue with the holding company’s accounts of a consolidated 
balance sheet and a consolidated profit and loss account combining the figures of the 
holding company with those of its subsidiaries is the best means of showing the financial 
position and results of the group as a whole and we think the submission of information 
as to the consolidated position and results should be made obligatory where practicable. 

120. It is unfortunately not practicable to impose a general obligation, without 
any exceptions, that all holding companies should consolidate with their own accounts 
the accounts of all their subsidiaries. Exceptional cases may arise where the con- 
solidation of accounts in whole or in part may be impracticable or misleading. The 
accounts of some subsidiaries may not be available because, for example, they are working 
in a country torn by civil war; if a subsidiary is hopelessly insolvent and the holding 
company, being under no liability to meet its debts, is not willing to do so ; or if the assets 
of a subsidiary consist largely of balances in a foreign currency which owing to exchange 
restrictions cannot be transferred, it may be impracticable or misleading to include 
its liabilities and assets and results in consolidated accounts. There is the further 
difficulty that the accounts of companies which are members of the same group are not 
always made up to the same date and owing to the considerable diversity of businesses 
frequently carried on by members of the group it would not, in our view, be practicable 
to insist upon a common date ; for example, where the business of a subsidiary company 
is seasonal it is a matter of practical business convenience that the accounts of such 
subsidiary should be made up at a date when the results of the season’s operations can 
be most suitably ascertained. Although a divergence in dates may be an obstacle to 
consolidated accounts, we feel that in many cases no adequate reasons exist for the 
wide divergence which often occurs and in our opinion the accounts of many subsidiaries 
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(including overseas subsidiaries when air mail facilities are restored after the war) could, 
without inconvenience, be made up to the dates of the holding companies’ accounts or 
to dates nearer thereto than has been the practice or practicable in the past or the dates 
of the holding companies’ accounts might be brought closer to those of their subsidiary 
companies. We think that where it is not practicable to make up the accounts to the 
same date, the best solution is to limit the consolidation to accounts which, after the 
necessary adjustments, can be consolidated without giving a misleading result. 

The power of control which, we suggest, should as a general rule be the determining 
factor as to whether one company is subsidiary to another, may be exercised by a holding 
company with a minority interest, which may be quite small, in the net assets and in 
the profits or losses of a subsidiary. Also, the interests of a holding company in the 
net assets and in the profits or losses of one or more subsidiaries may in the aggregate 
represent only a very small part of the holding company’s own assets and profits or losses. 
We have considered whether in such circumstances holding companies should be per- 
mitted to exclude such subsidiaries from consolidation: although there are, no doubt, 
cases where the additional information afforded by consolidated accounts would not be 
of any material importance, it is in our view impracticable to define such cases. 

An exception to our general recommendation is, however, we think, desirable in 
the case of exempted banking companies and discount companies and in the case of 
assurance companies. It would, in our view, be inappropriate for such companies 
to issue consolidated accounts incorporating the figures of subsidiaries which carry on 
business of an entirely different character from the ordinary functions of the holding 
company, where such subsidiaries have been acquired as a temporary measure. In 
such a case we think that the Board of Trade should be empowered to exempt the 
banking company, discount company or assurance company, as the case may be, from 
the obligation to consolidate the accounts of such a subsidiary. 


Voting by Nominees 

135. Where a nominee holds shares in a company on behalf of more than one 
beneficial owner, he normally consults the persons on whose behalf he holds the shares 
before voting on any resolution put before the shareholders. The beneficial owners 
of the shares may have divergent views on the proposals put before them. Some will 
instruct the nominee to vote for the proposals, some will instruct him to vote against. 
Nominees usually carry out these instructions. It is, however, doubtful whether it 
is legal for a shareholder to use some of his voting power in support of a resolution and 
some of it against the same resolution; though, in practice, it is obviously desirable 
that a nominee should express as faithfully as possible the views of the persons on whose 
behalf he acts. We accordingly suggest that it should be expressly laid down that a 
shareholder may, if he wishes, either in completing a proxy form or in voting himself 
on a poll at a meeting, direct that some of his votes shall be cast for the resolution, and 
some against, or use only part of the votes to which he is entitled. 


Fraudulent Preference in Relation to Banks and Sureties 


147. Cases arise where a company wishes to prefer a surety or guarantor who has 

guaranteed the company’s overdraft with the bank, the surety or guarantor being often 
a director of the company, or one of his relatives. The company accordingly pays 
cheques into its account at the bank. If these payments are made within three months 
of the commencement of the winding-up, the liquidator of the company, if the company 
is being wound up in England, may try to establish that the payments into the account 
constituted a fraudulent preference in the interests of the surety. If the liquidator 
ucceeds, the bank as the person to whom the payments were actually made though 
not the person whom it was intended to prefer, has to refund to the liquidator the money 
paid into the account and is left to such right (if any) as it may have against the surety. 
We consider that the principle that the person to whom the payment is made should 
be obliged to refund to the liquidator the sum received, is sound. We do, however, 
recommend that the law should be amended so as to give the person making the refund 
a right to recover from the surety within the limit of his guarantee or of the security 
he had provided, the sum which such person has been compelled to repay to the liquidator. 
[t seems desirable that any such amendment should apply to bankruptcy as well as 
to winding-up. 
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The Future of Bank Deposits 
By W. T. C. King 


RECENT article on the relationship between national income and 

bank deposits* showed that, given an unswerving adherence to the cheap 

money policy and all that this implies, the movement of bank deposits 
is determined by the manner in which the public chooses to hold its 
monetary savings. To those accustomed to pre-war habits and methods 
of monetary analysis, that must have come as a startling conclusion. And 
to the many who before the war had never fully grasped ‘the implications of 
the emancipation of central bank credit from control by gold, the new approach 
may even seem to turn previous theories inside out. For these reasons the 
argument deserves re-statement in somewhat different form. More par- 
ticularly, it seems worth while to link it so far as possible with the kind of 
approach to which bankers are mainly accustomed. 

At this stage, unfortunately, the uncertain factors are so great that it is not 
possible to translate the argument into an actual quantitative analysis of 
what is likely to happen to bank balance sheets in the next few years. But 
it is possible to examine the main sources from which demands for finance 
will come, and then to consider to what extent these demands are likely to 
fall directly or indirectly upon the banking system. 

It can be said at the outset that the banks’ contribution to the finance of 
industrial reconversion, whether it be large or small, is not likely to be made 
mainly in the traditional form of direct bank advances to industry. There 
is no doubt at all that industry as a whole—de spite some obvious exceptions 
in individual cases—is, in a strictly book-keeping sense, in a highly liquid 
condition, and is likely to remain so for some considerable time. It is true 
that the increase in its liquid assets during the war must be substantially 
less than the replacement value of the wartime depletion of its physical assets ; 
but the process of making good that depletion will inevitably be spread, 
through sheer shortage of productiv e resources, over a period of years. For 
the next two or three years, therefore, industry’s available liquid resources 
are likely, in the generality of cases, to suffice for the financing of all the re- 
placement of plant and stocks that it will be physically possible to undertake. 
Effective demands for bank advances to industry—as distinct from the 
precautionary arrangement of “limits”’ that may not be used for a con- 
siderable time, if at all—will, therefore, come mainly from the exceptional 
cases, especially from the smaller concerns that have been active during the 
war. Zhe Economist recently hazarded the guess that total demands for 
advances over the next two years may not exceed £150 to £200 millions. 

On a purely superficial view, that might seem to suggest ‘that the banks’ 
part in reconversion will be a very minor affair, and that when the Government 
deficit is substantially reduced (enabling the Treasury to reduce its reliance 
upon the banks for floating debt finance) there might actually be a net re- 
duction in the level of bank deposits. That, however, is by no means 
necessarily sé. The fact that industry will in the short run be largely in- 








* * National Income and Bank Deposits,’’ by W. Manning Dacey, in THE BANKER for May 1945. 
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dependent of divect bank finance certainly does not necessarily mean that 
no bank finance will be required. Industry’s so-called “ self-financing ’’ of 
reconversion may take four different forms: drafts upon its accumulated 
cash resources, sales of its gilt-edged (or other “‘ outside ’’) investment holdings 
issues of fresh capital, and (in certain cases and for certain purposes only) 


id drafts upon the Exchequer for repayment of E.P.T. because profits are forced 
p below the E.P.T. standard. Of these various methods, only the first, which 
ts simply involves the transfer of bank deposits from industrial holders to private 
ts holders (e.g. to the shareholders and employees of companies engaged in 
Is producing and erecting new industrial plants to replace those worn-out during 


the war) will necessarily have no effect upon the combined balance sheet 
of the banks (except in the somewhat unlikely event, under present conditions, 
of the recipient companies needing to use a part of their receipts to redeem 
bank overdrafts still outstanding). Each of the other methods of “ self- 
financing’ by industry may require the provision of bank finance, either 
directly or at one remove, but will not necessarily do so. 

Obviously, a company with a greatly inflated bank balance will normally 
pay its reconversion expenses by drawing upon this before it begins to se il 
investments—-unless it places little confide nce in the ability of the Govern- 
ment to maintain cheap money. The cash resources of industry must now 
be disproportionately large—‘‘ non-personal ’’ bank accounts, which at mid- 
1940 held less than 60 per cent. of total net deposits, have secured more than 
three-quarters of the subsequent growth—but they will certainly not be so 
large as to exclude substantial recourse to the other methods of finance, 
although they will provide a cushion at the outset. No figures, unfortunately, 
are av ailable to indicate the extent of business holdings of ‘gilt- edge -d securities, 
but the expansion of these has been very great, and is probably substantially 
larger than the growth in cash holdings. If the main impact of reconverson 
finance is to be felt—except at the very outset—through sales of gilt-edged 
and issues of industrial securities, will the public appetite for medium and 
long-term assets suffice to absorb the increased offerings ? Or will private 
holdings of gilt-edged securities be sold as well, to make room for the in- 
dustrial issues ? If there is a shortfall in public demand, will the banks be 
ready to make it good, by adding to their own investment portfolios, or by 
taking up additional T.D.R.’s to finance Government support for the market ? 

Tew bankers would regard this as an inviting prospect. Among some, 
the belief dies hard that the mountainous growth in portfolios of government 
) paper is a transitory wartime phenomenon, and there are lingering hopes 
that a significant scaling-down lies ahead. Even among the less optimistic, 
there are some who still seem to cherish the illusion that the question whether 
portfolios shall be further expanded is one that they can decide for themselves. 
The truth (as the original article demonstrated) is that, if the public will not 
take up the whole flow of new securities without realizing its existing holdings, 
bank portfolios of Government paper can be prevented from rising further 
only by jeopardizing the cheap money policy. Even the most orthodox 
of bankers would agree, with an eye on the capital-to-investments ratio, that 
that would be too big a price to pay for the regaining of freedom of action. 

Given a firm determination to maintain cheap money, the authorities are 
bound to ensure that any surplus offerings of securities (at the maximum 
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“target ’’ interest basis) are taken off the market. This they would do in 
one or both of two ways. First, by straight purchases by the Government 
broker, whose operations would be financed by a reduction in departmental 
holdings of tap Treasury bills (or internal Ways and Means) and a corre- 
sponding increase in offerings of tender Treasury bills or T.D.R.’s—in present 
conditions, mainly the latter—to the banking system. In view of the huge 
increase that has taken place in the fiduciary issue and in the Post Office 
balances—to mention only the most obvious factors—the authorities have a 
much larger “ jobbing fund”’ available for such operations than they had 
before the war. But if the technical limits to direct Governmental support 
were reached, as they might be, there would still be the alternative method, 
first effectively employed for the War Loan conversion of 1932, of central 
bank open market operations to expand credit and thereby to drive the banks 
into direct (and much more than proportionate) purchases of gilt-edged. The 
only difference between the two methods is that in the one case the banks 
take up floating debt carrying roughly 1 per cent., and the additional central 
bank credit re quired to maintain cash ratios is created (under good manage- 
ment) simultaneously or, at worst, immediately thereafter ; whereas in the 
second case they take up longer-term securities carrying up to 2} per cent. 
or more, and do so after the credit base has been expanded. In either case, 
their deposits are increased by the counterpart of the shortfall in public 
= of securities. 

Capital formation by industry, financed in these various possible ways, 
will not, of course, be the only “‘ investment ”’ in the transition phase. For a 
year or more after the end of the Japanese war, the Government deficit, 
even after deducting extra-budgetary receipts, will remain large, though it 
will be rapidly contracting. Throughout the transition there are also likely 
to be heavy Government borrowings for the finance of local authority building 
through the Public Works Loans Board. And much development work must 
be undertaken by other Government or semi-public bodies. The crucial 
question for the banks—-and it is really the only question, for each of the 
others that have been raised depend upon it—is whether the whole of this 
‘“Investment’’—industrial, Governmental and semi-public,? can be financed on 
balance by absorption of securities by the public. If so, is it possible that 
there will be a margin of unsatisfied demand (at the “ target ’’ interest basis) 
which would enable the Government to make further sales of “ tap” or other 
gilt-edged securities to the public and thus permit of a funding of T.D.R.’s 
and a resultant net reduction of bank deposits ? 

The answer to these questions depends, not upon the actual volume of 
savings in the true sense, but upon the manner in which the requisite volume 
is generated, and, more particularly, upon the form in which they are held. 
As the article in the May issue of THE BANKER pointed out, it is axiomatic 
that throughout the period of continuing shortages “ voluntary ’ ’ savings 
will not suffice to finance the volume of Investme nt that the national interest 
requires. They must be supplemented, as has happened throughout the war, 
by “involuntary ”’ savings generated through direct controls ‘and rationing, 








t There will also be an expansion of exports, which is equally “investment ”’ because it 
reduces the overseas deficit, but it can be demonstrated that in the conditions that may be ex- 
pected to obtain in the transition phase, this reduction in the overseas deficit is unlikely to 
involve any net addition to other demands on the banking system. 
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which make it impossible for people to spend as large a proportion of their 
incomes as they would like to do. Otherwise, the required savings will be 
produced by an inflationary rise in prices caused by a competitive scramble 
for the limited volume of available resources. Although, as the original 
analysis showed, it is theoretically possible for an inflationary process to 
take place without an expansion in bank deposits, inflation is in practice bound 
to produce a marked reduction in the willingness of the public to hold its 
savings in medium or long-term form ; and if the inflation were considerable, 
even a substantial rise in interest rates would be unlikely to restrain this 
tendency. In such conditions, the banks would inevitably have to take up, 
directly or indirectly, a large proportion of the securities offered on the one hand 
by the Government and entrepreneurs for the finance of investment, and on the 
other hand by the general public in its efforts to convert its less liquid savings 
into cash—and its cash into goods. 

If, therefore, the phy sical controls were to be prematurely relaxed or 
ineffectively administe red, it would be most unlikely that the requisite volume 
of investment could be financed without a continuing, perhaps even an 
accelerating, expansion of bank deposits—for the effects of any leak in the 
system of control would tend to be cumulative. If, however, we dare make 
the large assumption that the controls will be strong enough and extensive 
enough to generate the required amount of savings by non-inflationary means, 
and if the cheap money policy is to be firmly maintained, the question whether 
bank deposits must rise further, or can be reduced by a funding of floating 
debt, will depend simply upon whether the public will wish to hold a larger 
or a smaller proportion of its savings in liquid form than it has done during 
the war. It can be taken for granted that the public will be given the maximum 
incentive to eschew liquidity : conventional policy would certainly continue 
the offer of a wide choice of tap securities even after budgetary equilibrium 
has been re-established. Given the retention of physical controls, the main 
task of the Savings Movement will be the same in the transition phase as it 
has been during the war—to induce, not saving as such, but the holding of 
savings in the less liquid forms. 

The true measure of the success of the Savings Movement is, indeed, to 
be seen, not in the avoidance of any substantial wartime inflation (for that 
has been achieved by direct action), but in the fact that, over the four and 
a half years to end-1944 (the only period for which figures are available) 
“ personal ’’ bank deposits rose by only £541 millions, or by less than one- 
quarter of the growth in net deposits as a whole. Moreover, despite the 
great growth in the volume of notes and deposits, the ratio of total money 
in the hands of the public (taking the average annual net circulation of 
currency and “ gross ”’ clearing bank deposits) to net national income at market 
price has risen only from 52.0 per cent. in 1938 to 54.8 per cent. in 1944. 
Even if liberal allowance is made for the probable lack of precision in the figures 
of personal and non-personal deposits (owing to difficulties of definition), it 
seems evident that private individuals, represented mainly by subscribers 
to “‘ small savings,”’ must have kept a much smaller fraction of their savings 
in the form of bank deposits than the institutional and industrial savers 
have done. This might mean that the effect of the spending of the large 
deposits now in the hands of industry, which will involve a transfer of balances 
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from corporate to personal accounts, would be to produce an additional demand 
for longer-dated securities—provided, of course, that the basic assumption 
holds good, viz. that the s savings needed are generated without inflation. 

More important quantitatively, though less readily predictable, is the 
potential effect of the fall in national income that must be expected to result 
from transitional unemployment and the cessation of overtime and multiple- 
shift working. Such a fall would further accentuate the liquidity of the gencral 
public, by causing the money stock to national incorre ratio to rise, and might 
be expected to set in motion switches from liquid assets to longer- dated 
securities, and thus to bring the ratio down towards its former level. Such 
figures as are available for the periods before and after the last war (there 
are no national income estimates for the war period itself) do, indeed, throw 
considerable doubts upon the possibility that such a tendency would in fact 
be set up. But the point of importance for the banks is that, even if it did 
occur, the prospective reduction in bank deposits would not be very large. 

If, for example, the national income at market prices were to fall from the 
£9,600 millions of 1944 to £8,000/8,500 millions, and the money-income ratio 
were to be restored in due course to its 1944 level, bank deposits would fall 
from their 1944 average of £4,150 millions to £3,570/3,800 millions, assuming 
some reduction in the present abnormal ratio of cure ncy to total money. A 
restoration of both the money-income and the currency-money ratios to pre- 
war would produce an additional {100 millions fall in deposits. On these 
hypotheses, the maximum possible reduction in deposits would be £680 
millions—hardly more than one-third of the 1939-44 expansion. This calcula- 
tion, moreover, proceeds from the admittedly questionable assumptions, 
first, that the money-income ratio after this war moves in the opposite direction 
from its apparent movement after the last, and, secondly, that the transition 
period is negotiated without inflation. 

In fact, a total avoidance of inflation is hardly conceivable, now that the 
Government no longer has the “‘ moral”’ sanction of total war to buttress 
its more unpalatable policies. Moreover, the public attitude towards savings 
at present seems to be that, if they cannot be spent to-day, they can certainly 
be spent to-morrow. If that view persists, then even a tight system of physical 
control will not prevent the holding of a high proportion of savings in liquid 
form. In the circumstances, it would be unwise to expect any significant 
check to the rise in bank deposits in the early future. But when the phase 
of acute shortages has passed, natural forces should tend to produce a deeline 
that will offset, and perhaps more than offset, the intervening rise. This 
empirical forecast, it should again be emphasized, assumes that there will 
be no substantial inflation on the one hand, and no abandonment of the cheap 
money policy on the other. On these assumptions, it seems that the banks 
cannot count upon any really radical changes in the general shape of their 
balance sheets, for as far ahead as it is re asonably prac sticable to try to look. 





Princess Tsahai Memorial Hospital 
Contributions are requested for a Memorial Hospital in memory of the Emperor 
Haile Selassie’s daughter, to provide a training school for nurses and provision for sick 
children. The target figure is £100,000. Donations will be gratefully acknowledged 
by Lord Horder, Hon. Treasurer, Princess Tsahai Memorial Ilospital, c/o Messrs. H. 
Reynolds and Co., Hon. Chartered Accountants, 1 Bloomsbury Court, W.C.1. 
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French Economic Policy 
By Walter Hill 


ARLY in July the French Provisional Consultative Assembly held a three- 
Fay debate on general economic policy. It was the first debate on general 

economic policy since the liberation of France. From the British point 
of view the subject matter of the discussion, the list of speakers, the level 
of the debate, and the statement on behalf of the Government are of con- 
siderable significance as an indication of the drift of thought and opinion 
across the Channel and of the possibilities of a closer integration of the 
economics of France and Britain. 

The debate took place on " occasion of two resolutions submitted for 
adoption by two Communists, Jacques Duclos and M. André Mercier. 
M. Duclos called for the nz iaiiea of the banking, insurance, electricity, 
iron and steel, chemical and shipping industries and for the punishment of 
the managers of these concerns who delivered the French economy into the 
hands of the invadier. M. Mercier invited the Government to call a halt to 
the rise in the prices of industrial products, to raise farm prices, to increase 
the profit margins of small traders by cutting heavily those of the big inter- 
mediaries and of the food combines, and to set up a commission for the im- 
munization and fixing of prices. Both resolutions, obviously, amounted to 
an attack upon “ big business.’”” M. Mercier underlined them by saying that 
the traitors of France are again consolidating their privileges and he devoted 
almost the whole of his speech to the defence of the small man who represents 
a substantial block of votes. 

The set speeches by members of the Assembly were couched almost ex- 
clusively in terms of State enterprise versus private enterprise or vice versa. 
M. Pierre Lebon, an independent member, started the discussion with a 
spirited defence of private enterprise. M. Emmanuel Roy, a radical-socialist, 
pleaded for the farming community. M. Albert Gazier, a trade unionist, 

made a case for economic discipline, that is for the controlled economy, as a 
means to ensuring the maintenance of the essential liberties. M. Pierre 
Lebrun, a member of the Resistance Movement, spoke in favour of nationaliza- 
tion and Government control. M. Joseph Denais, a member of the Right, 
saw the solution in a new framework within which private enterprise would 
give of its best. M. Schwob, a member of the Resistance Movement, was 
among the few members who urged clear-thinking and an objective study 
of the facts. 

The debate was typical of the political approach to economic problems 
that prevents their consideration in realistic and rational terms. It revealed 
the deep-seated antagonisms still besetting France ; among the many speeches 
there was not one that outlined the principles—and even less the details— 
of a realistic programme of action designed to lift the country out of the 
economic distress into which it was sunk. 

The Minister of National Economy and Finance, M. René Pleven, who 
intervened in the middle of the debate, came brusquely to the point. The 
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average age of French industrial equipment is 30 years ; that of the countries 
with whom France will have to measure herself is eight years. His estimate may 
be too unfavourable to France. Nevertheless, he is absolutely right in his 
view that the fundamental problem of France is the need to modernize its 
capital equipment. He summed it up by saying, “‘ France must modernize 
her equipment or die.’’ The problem of modernization is essentially a technical 
one ; but success postulates a favourable psychological, political and moral 
climate. Nationalization, M. Pleven pointed out, is no magic formula. 

The climate favourable to the speedy modernization of equipment and 
practices remains to be created. As in Britain, this is largely a matter of 
education. France still needs her dose of Bossom, Platt and Reid reports 
to convince the country of the need for modernization. This does not mean 
that there is a complete lack of appreciation of the problem ; it is well known 
to many. But the country as a whole is not aware of it. There is still a 
tendency to regard the United States as the land of new-fangled gadgets 
that add nothing to human happiness. In other words, there is still a tendency 
to regard modernization as a moral proble m and to overlook the fact that 
the machine is the source of power in the modern world. Obviously, it is 
for the Frengh people to choose; but they should be made aware of the 
alternatives. M. Pleven has told his country the blunt truth; but he will 
need the assistance of the Press and of the political parties. Hitherto, ne'ther 
quarter has given him much assistance ; the new crop of economic and financial 
journals have yet to point the way and politicians have yet to put the real 
issue before the country. 

But the creation of a favourable climate merely fulfills the first condition 
of successful achievement. It is not an end in itself. Achievement is a matter 
of means and technique. About these M. Pleven has not yet disclosed the 
facts and his views. The means, regrettably, are likely to be severely limited 
for some years, for France still lacks the most elementary statistical tools. 
[n a country whose economy still rests so largely on small-scale farming and 
small-scale enterprise generally, the compilation of reliable statistics is a task 
of peculiar complexity ; but they are needed, nevertheless. Little is known, 
with precision, about the make- -up and distribution of the national income 
before the war. In 1938 this was estimated officially at Frs. 267,000 
millions, equivalent to about {1,520 millions, or a third of the British 
national income. This may well be an underestimate. At present, the 
real national income of France is probably at no more than half the pre-war 
rate. Industrial activity is down to about a third; agricultural production 
is perhaps nearer two-thirds; some of the service industries are operating 
near pre-war capacity. 

On the assumption that the real national income of France is at half the 
pre-war rate, it is equivalent to a sixth of Britain’s pre-war national income, or, 
allowing for the smaller population, to a fifth of the British income per head 
of the population. Even if the pre-war national income of France was some- 
what under-estimated, it cannot be equivalent to more than a fourth of the 
British pre-war income on a per head basis. At present, therefore, there is 
little scope for saving. On the contrary, the country is still living on its capital, 
and even by this it cannot meet the barest minimum needs of the people. 
French factories are again producing locomotives, lorries, machinery and other 
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equipment on a small scale ; but the output of capital goods is still well below 
the rate of loss through non-replacement and under-maintenance. Owing 
to the shortage of coal, now the chief bottleneck in production, a real revival 
is unlikely this year. Indeed, it is highly probable that the country will 
have to continue living on its capital for a year and possibly more. By next 
year, moreover, the stock of clothing and other consumer goods will have 
fallen so low that its re plenishment will have to be a first charge on any 
increase in the national income. Moreover, it must be reme mbered that, 
apart from the reduction in the stocks of consumers, excluding buildings, 
France has sustained heavy losses in equipment and working capital since 1939. 
These have been evaluated at Frs. 700,000 millions, in terms of pre-war 
francs, equivalent to two and a half times the pre-war national income of 
France. In fact, two years may well elapse before France can stop living on 
her capital and begin to accumulate capital; and a further period of years 
will be needed to make good the capital resources lost since 1939. The 
means for capital accumulation, that is for the modernization of industry 
and agriculture, will be severely limited. 

To begin with, the emphasis should be placed on securing an increase in 
the desperately low national i income, that isin income from production. This is 
now widely recognized in official pronouncements. But much less has been 
said about the neni for evolving a technique, suitable to French conditions, 
for speeding the accumulation of capital, for devoting to the moderniza- 
tion of industry and agriculture as big a proportion of the national income 
as can be spared after meeting the needs of current consumption. The very 
fact that the means will be very limited for some years renders the problem 
of technique all the more urgent. 

Clearly, capital accumulation—the mechanization of industry and agri- 
culture—can hardly be expected to look after itself. There will have to be a 
target ; in other words, a given proportion of the né itional income may have 
to be earmarked for this purpose. Again, there will be need for a system of 
priorities, and adherence to it will have to be the responsibility of the Govern- 
ment. In Britain, the need for some such technique has long been recognized 
by both the major political parties. Mr. Churchill outlined his four-yea 
plan for the transition period some two years ago. This is not a matter of 
State versus private enterprise, but of creating “the technical conditions for 
rapid technical reconstruction. 

Nor is it enough to prescribe the technique for rapid capital accumulation. 
The technique will have to be applied. This will be appreciably more difficult 
in France than in Britain; France not merely lacks the statistical tools 
necessary for the purposive direction of her economy, but she also lacks the 
necessary administrative machinery, and the close co-operation between it 
and the public that has been de velope ‘d in this country. These are short- 
comings that can be overcome in time, provided they are sufficiently appre- 
ciated. In the purely financial sphere, a good deal of progress has, in fact, 
been made in recent months. The Government has almost completed a 
census of individual wealth ; this, in turn, should assist it in the formulation 
of financial policy, in the canalizing of savings and, in particular, in tightening 
its hitherto all too loose apparatus of tax collection. This is a big step forward, 
but it is only one step. 
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France, even more than Britain, is psychologically and morally still living 
in the nineteenth century. She has still to awake to the facts of the twentieth, 
as Britain has done since 1939. M. Pleven has told his country the plain 
truth, “ modernize or die.”” His slogan is equally appropriate to this country. 
Britain’s problem is precisely the same. But, in sheer magnitude, that of 
France is much the bigger. 


Exchange Control in Transition 
By David Sachs 


HE principles and practice of the British Exchange Control have from 
T time to time received fairly exhaustive treatment in the pages of THE 
BANKER. A discussion of the changes in the system to adapt it to the 
new situation brought about by the liberation of many enemy-occupied 
countries and the cessation of hostilities in Europe can thus fairly dispense 
with a detailed recapitulation of the working of the Control. We may, 
therefore, begin our study of the Exchange Control in transition by recalling 
a number of the main principles around which the Control was constructed. 
The first principle was the segregation into a bloc known as the Sterling 
Area of all those countries whose currencies and economies could for the 
duration of the war be regarded as intimately linked with the currency and 
economy of the United Kingdom. The second was the establishment of 
arrangements between the Sterling Area and the rest of the world, country 
by country, governing the transfer of payments due to or from the Sterling 
Area. The third principle was that debits or credits arising in one country 
could not be used to offset contra items in other countries. In other words, 
payments to or from the Sterling Area flowed along separate channels for 
each foreign country. Hence the strictly bilateral. nature of the British 
system of exchange control. The fourth principle (our list has no pretensions 
to completeness) was that all financial transactions between the Sterling 
Area and the rest of the world had, with important exceptions, to be 
denominated in sterling, and settled in sterling. 
lor this purpose there were called into existence a variety of types of 
sterling. There was a special sterling for Sweden, a special sterling for Brazil, 
a special sterling for the Argentine, and so on. Whenever a Sterling Area 
resident had to make a payment to one of the special sterling countries, it 
was made by way of a credit to the appropriate sterling account. The con- 
version of such special sterling into the local currency was a matter that 
concerned exclusively the recipient and his Central Bank. The Central 
Bank, in turn, necessarily had an understanding with the Bank of England, 
but the terms of such understandings have never been published. They 
must, however, have included agreement on the rate of exchange to be applied 
in converting the special sterling into the local currency, and as the trans- 
actions were chiefly in one direction (viz. payments by the Sterling Area), 
an essential element was the preparedness of each Central Bank to go on 
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accumulating its special type of sterling.* 

The end of the war in Europe has seen a start made on the elimination 
of the special sterling. Indeed, Swedish special sterling became Swedish 
sterling tout court as early as March this year and has been followed by Turkish 
sterling, Belgian sterling and French sterling. It is to be remembered that 
in each case a financial : agreement was concluded between the U.K. and the 
country concerned and, mirabile dictu, the terms were published. These 
normally provided for the granting of reciprocal credits up to a named figure, 
and laid down the rate of exchange to be used between the two countries. 
No breach has, however, been permitted in the wall of bilateralism, though 
there are expressions of hope that conditions may eventually permit ste rling 
accumulated by one country to be utilized in the discharge of obligations to 
another country. The public announcement of an exchange rate would also 
appear to indicate an end to the practice of denominating and settling in 
sterling all financial transactions with the Sterling Area. 

We mentioned above that there were important exceptions to the system 
of special sterling accounts. These were the arrangements applicable to the 
U.S.A., Switzerland, and a group of Central Aenevicun countries, thirteen 
in number. The arrang ements with the U.S.A. and Switzerland had this 
in common with the special sterling system, that a new category of sterling 
was created, this time known as “ registered sterling,” which could be utilized 
for all payments to or from the Sterling Area, though U.S. registered sterling 
was kept quite distinct from Swiss registered sterling, just as rigidly as, for 
example, Argentine special sterling was kept separate from Swedish special 
sterling. The distinguishing characteristic of the U.S. registered sterling 
was that it was freely saleable against dollars at $4.02}, less } per cent. 
banking charge, and purchaseable against dollars at $4.03} plus } per cent. 
banking charge. If a Sterling Area resident had an obligation to discharge 
to a resident in the U.S.A. he had the alternative of paying the sum in question 
to the credit of a U.S. registered sterling account (usually of a U.S. bank in 
London, who undid the transaction in dollars with the Bank of England’s 
agent in New York), or applying to the Bank of England for the dollar 
maga of the debt and remitting direct to the creditor in the U.S.A. In 
the former case, the U.S. bank earned an exchange commission ; in the latter 

case it was a U UK. bank that was remunerated with the one-eighth per cent. 
Similar arrangements applied mutatis mutandis to Swiss registered sterling, 
which was saleable against Swiss francs at Fr. 17.30. 

Holders of U.S. and Swiss registered sterling having, as it were, a guaranteed 
rate of conversion into their respective domestic currencies, were thus 
encouraged to retain balances in sterling, and, indeed, to bring fresh money 


into the Sterling Area, provided it remained liquid or was invested in a 
security purchased on a recognized Stock area The elimination of 


registered sterling, to be repli iced by American sterling and Swiss sterling, 

announced in a recent Bank of England notice, is on all fours with the termina- 
tion of certain special sterling arrangements, but has been accompanied by 
a number of features which deserve ‘elaboration. In the first place, holders 
of registered sterling have been told that the guaranteed conversion rate will 


* In the case of the Argentine, it has been announced that the arrangements provided for 
an adjustment of the sterling sum due in the event of any change in the dollar-sterling rate. 
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only hold until September 30, 1945. Secondly, sterling received after June 30, 
1945, by U.S. residents and Swiss residents will remain convertible into their 
respective domestic currencies, but at the Bank of England’s official selling 
rate ruling at the time of conversion. There is, however, no guarantee as 
to what this rate will be, and it is accordingly not to be wondered at that, 
notwithstanding the official announcement that the change in the regulations 
has no implications whatever for this future dollar-sterling rate, conjecture 
became rife concerning the possibility of a devaluation of the pound. At 
present, conversion of American sterling is, of course, proceeding on the same 
basis as for registered sterling. 

Finally, Central American sterling becomes merged for all purposes with 
American sterling. The close link between Central American accounts and 
U.S. registered accounts had already been recognised under the regulations, 
which pe rmitted the sterling proceeds of the sale of U.S. dollars to be credited 
to Central American accounts. The converse operation was not allowed 
(i.e. the sale of Central American sterling for U.S. dollars), but it was known 
that transactions of this nature had taken place in various Central American 
countries at or around $4.02}. The new arrangements thus acknowledge 
and, so to speak, legalize, the de facto relationship between Central American 
and American sterling. Indeed, one may almost begin to speak of a “ dollar 
area.’ That concept would emerge particularly clearly if, as has been 
suggested, certain of the South American countries with whom special sterling 
arrangements still exist, and who have since the war moved into the dollar 
orbit, are in due course added to the list of countries between whose residents 
sterling is freely transferable. 


Banking in the Channel Islands under 


German Occupation 
By a Special Correspondent 


LITTLE over five years ago, on June 30, 1940, when France was beaten 
Ae her knees and the British Army driven from the Continent, the 
Germans, following up some preliminary bombing, invaded the Channel 
Islands. The deep regret felt by Britons on the mz inland at the loss of these 
pleasant places was mingled with much anxiety as to what would be the 
fate of the Islanders under German domination, and it was only natural 
that in spite of the many hazards and difficulties experienced by Britain during 
the hard years that followed, our thoughts often turned to them. Nor was 
it surprising that ~ big five banks, all represented there, were most con- 
cerned during these long years for the welfare of their staffs, who remained 
at their posts and who, it was hoped, would be allowed and able to render 
assistance to their customers and others who were sharing the dangers and 
discomforts of the Occupation with them. 
Contact between the branches and their respective Head offices ceased 
on June 28, 1940, but prior to that date numerous accounts were transferred 
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Britain and, with the exception of a number of current coupons and a 
quantity of Jersey State Bonds, all securities in the banks’ charge were 
evacuated safely to the mainland. Boxes, sealed envelopes and _ parcels, 
the property of customers, had to be left behind. A considerable amount of 
currency remained in the Islands, including Bank of England and State notes. 
Such, then, was the position when the enemy arrived, flushed with success, 
on British territory. 

What happened as far as banking was concerned after that event can 
now be revealed. In the wake of the British troops who, together with 
representatives of H.M. Treasury, landed on the Islands in mid- May 1945, 
to take charge of the Germans and investigate financial matters respectively, 
went teams of officials from each bank, to whom was entrusted the complicated 
task of restoring the branches to normality and the helpful duty of demonstrat- 
ing to customers, if enquiries were forthcoming, how every endeavour had been 

nade to protect their interests and smooth the way for the future. 

From the outset, in 1940, it was evident that the five banks must co- 
operate, and periodical meetings of branch managers took place to settle 
questions of policy. The banks were under the control of the Reichsbank 
Directorate sitting in Paris, but this was not exercised with undue harshness 
and — for that reason what business there was ran smoothly, once 
the Germans had made their initial close enquiry into the banks’ affairs. 
That is not to say that nothing occurred at which resentment was felt, for 
many thousands of pounds of cash were requisitioned from the banks against 
receipts given by the Devisen Kommanditur. Further, when communications 
with the Continent were severed following D-Day and the German Command 
was unable to bring any marks to the Islands, periodical levies of a substantial 
nature were made. on the States, each bank bei ‘ing compelled to deliver its 
quota fixed in proportion to the cash balances held. To the bank nominated 
in the German Protocol, to which further reference is made later, fell the 
unpalatable task of collecting the marks from the other banks. That done, 
the German Paymaster and his Staff arrived, checked the notes and departed 
with them. The same bank, again under compulsion, was used for the purpose 
of paying farmers from whom crops, implements, etc., were commandeered. 
This involved payments to upwards of 2,000 persons and occasioned a great 
deal of work, two cashiers being specially employed. 

Another incident occurred in May 1944, when German officers took all 
the gold coin and British bank notes belonging to the banks or to customers 
not resident in the Island. A strong protest was made but, of course, not 
listened to. Later, payment for these notes was made in marks, again under 
protest, backed up by the President of the Finance Committee of the. particular 
State. Receipts for the confiscated articles of customers were given—scraps 
of paper to be redeemed by whom ? 

The foregoing paragraphs will serve to show the loss of independence 
experienced by the banks at the enemy’s hands, and perhaps help readers in 
a very small way to understand more closely the plight of other occupied 
lands. It may be related here that the entry at any time of a German officer 
or official into one bank might be the cause of marked acceleration of the 
pulse of the manager, who feared that possibly a search of the strong-room 
might be the object of such visit. Fortunately that was not done—and the 
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wireless set reposing in a deed box remained undiscovered. So the B.B.C. 
news continued to be received and disseminated in spite of the serious penalties 
attached to this offence. It is believed that the trusted Chief Clerk kept 
watch for possible visitors while the listening-in went on. 

It will be appreciated with what relief it was found recently by the bank 
teams already mentioned that no bank had been obliged to change its book- 
keeping system in any material way, and that there had been no deatenetion 
of records of any kind. As in Britain, duplicate records were prepared daily 
and deposited elsewhere for safety, sometimes at the managers’ residences, 
a wise decision as there always existed to the very last the chance that heavy 
bombing might take place. 

All book entries were made in sterling, but the currency in use consisted 
of Reichsmark notes, exchangeable at Rm. 9.36 to the pound. Consequently, 
every withdrawal from and payment into an account necessitated a conversion 
from sterling to Rm., or vice versa, not a difficult matter with tables handy, 
but a complication nevertheless. Settlement of local indebtedness, and this 
included inter-island matters, was made in the normal way by means of 
cheques drawn in sterling. There were, of course, no private financial trans- 
actions permitted with the Continent, and such imports and exports as took 
place were strictly supervised by the German Authorities and the States 
acting under their direction. 

The supreme power was at all times in German hands, and in November 
1942 the manager of a Jersey branch was by the Military Command summoned 
peremptorily to go to Paris to receive instructions from Reichsbank authorities 
concerning new clearing arrangements between France and the Islands for 
which he was told his bank would be responsible. It will be well understood 
that these orders were received with much misgiving and anxiety. There 
was no alternative but to comply under duress and the States in their turn 
had to acquiesce in the system so promulgated by the enemy. Details of the 
scheme were clearly set out in the Protocol which was signed on behalf of 
the German Government and the Vichy French Government. Long before 
these special arrangements were made, however, the States and the banks 
were in frequent consultation on financial matters, for it was a first duty to 
maintain services essential to the life of the community. The position as 
between States and banks in this emergency was capable of clear definition 
and was regularized. The banks’ local resources were available to the States 
as and when required, thereby greatly easing matters for the period of the 
Occupation, but it was realized on all sides that after the liberation financial 
matters generally would form the subject of considerable discussion. 

Linked with the States borrowings and operations resulting from the 
German Protocol were the increased credit balances seen on current and deposit 
accounts, and branch balance sheets consequently became more and more 
inflated. The Local Clearings were dealt with by each bank opening accounts 
in its books in the names of the others. No settlement through Head Offices 
being possible, the accounts ran on from day to day for five years, and only 
since the liberation have the accumulated balances—often for substantial 
sums—finally been cleared. Clearings between Jersey and Guernsey also 
took place, and here again balances could not be liquidated until recently. 
Another interesting feature of branch accountancy during the five years of 
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Occupation ~~ the extent to which Suspense Accounts had of necessity to 
be employed. No doubt every branch in the Islands had its full quota of 
these with their balances increasing year by year. Whereas in ordinary 
times entries over such accounts were advisedly kept to the minimum and 
cleared as expeditiously as possible, isolation from Head Offices brought 
about an abrupt end to this ideal. 

While a certain amount of interest charged on loans and overdrafts could 
be credited to profit and loss account, there were very numerous overdrawn 
accounts of customers for whom it was expected credits were being received 
in their names on the mainland, though not necessarily sufficient to clear 
their indebtedness in the Islands. Interest in such cases would be charged 
and credited to an account styled “‘ Occupation Suspense Interest ’’ or some 
other suitable title. To the reconstruction staffs fell the task of adjusting 
these matters, as well as patiently wading through and disposing of hundreds 
of outstanding items which had lain on other suspense accounts since the 
upheaval at the end of June 1940. Consider, for example, the relatively 
small matter of rents received by banks from tenants of the Banks’ Chambers. 
These could not flow through the normal channels and so accumulated quarterly 
or half-yearly on a separate account. Insurance premiums collected formed 
a very large item which also could not be disposed of. In fact, it is almost a 
truism to say that the Islands and everything connected with them were 

‘In Suspense ”’ in more ways than one for the whole of the five years, and it 
will probably need a five years’ plan to get them straight again. 

As the total of customers’ credit balances mounted, so did loans and over- 
drafts. When the Islands were cut off, a very large number of customers 
were left high and dry as regards their income derived from outside in the 
shape of pensions, dividends, annuities, etc. Advances were made to these 
people, often guaranteed by the States, and at the time of the liberation the 
total outstanding was a formidable one. In the meantime, their pensions, 
dividends and annuities accumulated on the mainland. These good customers 
“lived on their overdrafts,’’ but the comforting thought was ever present 
in their minds that with Great Britain and the Commonwealth still standing 
there were adequate contra balances piling up. In the case of absent people, 
the Island Authorities decided on the appointment of administrators, a 
Committee of seven being chosen in each case. Branch managers served in 
this capacity in many instances, which entailed attendance at the Royal 
Court and numerous meetings. With regard to the purchase and sale of 
Stock Exchange securities, a local market e “xisted for some time, and generally 
speaking, transactions were accompanied by undertakings to deliver the 
securities, most of which were in England, on the freeing of the Islands. As 
from January I, 1943, the Germans ede ‘red that only locs il shares could form 
the subject of de alings. So much for the living. It naturally happened that 
customers died from time to time who had appointed a bank as their executors. 
Managers carried on their affairs as far as possible, often attending to the 
funeral, etc., and obtaining temporary probate if the wills were available. 

It may now not be out of place to refer to a very different subject, namely 
bank stationery. As normal stocks of books and forms ran out, all kinds of 
queer substitutes were employed, obsolete books were dusted and ruled to 
suit the occasion, and the local printers were called upon to supply ledger 
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sheets and other forms. More than that, they printed cheque forms and 


earned gratitude for the way in which they came to the rescue. Locally 
produced paying-in slips make interesting souvenirs of the occupation, the 


cash section thereof reading as under : 


Notes, f{I. 

+ 10/-. 
Silver. 
Nickel 3d. pieces. 
Copper. 


Reichsmarks. 

It was surprising and amusing to find the following note still printed on 

at least one bank’s paying-in slips which were printed during the Occupation : 
‘ Country cheque s require three and Metropolitan cheques two clear 

days for collection.’ 
This was surely characteristic British understatement. 

It may be asked “‘ What happened to branches which were mechanized ? ”’ 
It is pleasing to record that machines were kept in action, though not without 
difficulty in some cases. Fortunately, there was a mechanic available who 
could service them and consequently the ingenuity of staffs in effecting repairs 
had not to be relied upon—which was pe rhaps just as well. Bank premises 
were maintained in satisfactory condition on the whole, but not much could 
be done, of course, in the way of repairs. No doubt a good deal of spring 
cleaning will be necessary before exteriors and interiors can have the spick 
and span appearance which both customers and the bank officials themselves 


experience pleasure in seeing. Bank messengers, too, could not quite keep 
up thé ut immaculate appearé ince which the public seem always to expect of 
them. ‘‘ Make do and mend” became the order and gone were the days of 


‘top hat, tails and brass buttons,” or whatever uniform they sported. 

There is a point which perhaps should be made clear with reference to the 
States’ Government and German Military Government. The latter was in 
German circles known as the “‘ Channel Islands Command,”’ which embraced 
ail the islands, whereas Jersey and Guernsey each have their own separate 
governing authorities which have been in existence for a very long time, 
enjoying rights and privileges that have survived for hundreds of years. 
The two Island Authorities did not necessarily act in unison on matters arising 
from the Occupation, and it should, therefore, be noted that statements made 
in this article may sometimes refer to both Islands or, alternatively, to one only. 

It would be ungracious to conclude without making special reference to 
the bank staffs who carried on so well for so long. “Working hours were 
curtailed and the volume of work was small compare d to what was experienced 
on the mainland, but they lived in a peculiarly strained and uncertain atmo- 
sphere. Deportations to Germany of members of bank staffs took place 
quite unfairly. There were privations and restrictions, aggravated by the 
ever-present sight of grey-green uniforms. With the owners of these there 
was no fraternization on the part of the bank people. If some weariness 
was apparent to the reconstruction teams, it was well understood and 
the whole the morale was excellent. 
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The Work of the Intelligence 


Department 
By D. H. Peacock 


HE tgth century conception of a banker was one who combined qualities 

of shrewdness in lending with a wide knowledge of national and inter- 

national affairs. Being well versed in industrial and commercial matters 
he also gained a reputation for his judgment of human character, but in those 
distant days business was very much a matter of personal contact within a 
small circle, and, judged by modern standards, individual banks administered 
a mere handful of branches as well! as insignificant resources. In those days, 
too, Great Britain, the centre of the business universe, had the prerogative 
of acquiring commercial knowledge, and our bankers were, therefore, well 
placed for gathering information with little rivalry from other countries or 
continents. 

Following the last war, however, the position greatly changed. Banking 
and industry marched forward together ; both aspired to new greatness, and 
this progress has continued in alignment with the rapid development of inter- 
national trade. So it is that individual British banks now count their branches 
in hundreds and even thousands, and their sterling resources in as many 
millions. Moreover, in this advance there can be no question of any one 
bank limiting its activities either geographically or to selected industries, 
nor yet to domestic as distinct from foreign affairs. On the contrary, the 
business of each bank is so widespread that its operations extend to all in- 
dustries and localities, and, in fact, play a most vital part in the general 
economy of the country. In these circumstances it is quite clear that no 
bank can offer the comprehensive service which the community now expects 
without some internal division of its labour coupled with a marked degree 
of specialization, as witness the well-known and typical examples of the 
Foreign and Trustee Departments. But big decisions in the broader stream 
of practical banking—wherein might be mentivned such important tributaries 
as lending and investing—also require a solid background of information, 
which means research, and this important work is nowadays entrusted to the 
‘ Intelligence Department.’’ Here, obviously, is a name which takes either 
a lot of living up to or a lot of living down. Some banks attempt to save 
embarrassment by referring to the ‘Information Department ’”’ or the 
‘“ Economics and Statistics Section,’’ some put it under the cloak of, say, 
the Secretary, or a high Executive, but all employ a factotum, who organizes 
this specialist work in greater or lesser degree. 

Now, of all important institutions a bank can least afford to be impractical 
or permit its heart to run away with its head. But banks can also go too far 
in cheese-paring economies wherein a wider outlook is subordinated to 
prejudice, precedent, long practice and narrow vision. The development 
of an Intelligence Department should, therefore, not be left in the hands 
of the old-fashioned type of executive whose conception of organization does 
not go beyond a typist and a cleaner; on the contrary, since Intelligence 
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work is empirical and imaginative, the controlling executive ought to be 
broad in outlook and of the modern school, seeing something more than 
clerical work in banking. Actually, the regular Tound of departmental 
duties calls for versatility ; there is scope for. the reflective worker and the 
theorist, the practical and sociable, the statistician and the journalist. In 
these spheres there is a place for experienced personnel with long training, 
for the graduate and for the shorthand typist. Nor should it be said in these 
enlightened days that the arts and sciences necessary to the higher branches 
of Intelligence work are to be looked for or found only among the male staff. 
Above all, there is a prime need for organization with unlimited patience 
and painstaking accuracy—which perhaps immediately raises the question 
of what exactly there is to organize. 

Once inside banking partitions marked “ Private,” it is not difficult 
to come upon the answer. Here a wealth of information is available to anyone 
bent on widening his knowledge of men and affairs, but the all-important task 
is to know just how to assemble the data and use it to advantage. Faced 
with a very wide field of research and so much material, careful selection 
and a determination to get to the root of informative copy will help to lighten 
the load. A division of interests within the department will also spread 
responsibilities, but, nevertheless, there can be no delegation of reading from 
principal to subordinates. After all, knowledge is not inherited: it can 
only be painfully acquired, and in Intelligence work it seems inevitable that 
the greater the responsibility the greater must be the reading. Then the 
noting, indexing and filing of what is important goes with the “reading , and 
this is another task which to some extent cannot safely be delegated, since, 
with the wide range of banking information, there would be hopeless con- 
fusion if various people attempted to collate and index subjects which are 
often closely related and yet have their own particular emphasis. Take, 
for example, an article on Treasury Deposit Receipts which may figure under, 
say, State Finance, Discount and Money Market, Banking or interest Rates. 
The subject may contain matter of minor interest under most of these headings, 
but only the experienced reader may perceive something of major consequence 
under one. What misdirection of information may, therefore, result if, 
having missed the important point, someone other than the reader attempts 
classification. No, reading and filing must be done single-handed or else by 
two people working in close association. Beyond this it will be found that 
neither the intricate filing nor indexing of an Intelligence Department can 
easily be undertaken by anyone who lacks a profe ssional knowledge of the 
subject. Certainly, those brought up within the bank would be foolish to 
rely on their own limited ability in this matter and in laying the foundations 
to a good filing system—on which, incidentally, it should be possible to build 
extensively as the department and its background grows—it would be well 
worth while to seek expert advice. Indeed, only with such help is there any 
real prospect of gaining a reputation for even elementary efficiency, so often 
mistakenly assessed purely on the promptness of replies to pertinent questions. 

In a practical age, however, a cloistered atmosphere of reading and filing 
with no motive beyond the hope of being able to answer in a roug sh- and- ready 
way unexpected posers might reasonably provoke some raising of eye-brows. 
After all, a Brains Trust for entertainment is one thing, but business Intelligence 
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must go beyond this if it is to earn its keep. And, indeed, it does. The 
customary range of enquiries necessitates penetration far into the a affairs 
of the bank, and answers are rarely limited to a plain “ Yes”’ “ No. 
Naturally, many queries relate to the ordinary run of banking All 
which involve the risk of losses—although also hopes of profits. Typical 
problems to be pondered, therefore, concern the activities of customers 
engaged in manufacturing this or retailing that product, or of those exporting 
to one country and importing from another. Perhaps here it should be 
mentioned that the information gathered by the banks is not for their internal 
use only, nor merely to keep borrowers well informed. Any knowledge 
acquired is, in fact, available for all customers, provided, of course, that 
there is no breach of confidence. Indeed, a bank would fail in its duty to 
both borrowers and depositors if its advice were not backed by sound and 
independently acquired knowledge of the limitations and opportunities within 
every important trade. To this range of information must be added a broad 
conception of changes which take place in our national economy. For 
instance, retrospe ctively we have the switch over of British industry to war 
and prospectively the swing back to peace. No bank can ignore the over-all 
dimensions of these problems, but on account of their branch network they 
must also study the regional aspects which arise, both as regards the develop- 
ment of areas and groups of industries. 

That a bank’s information must extend beyond the home front to foreign 
markets is as obvious as is this country’s complete dependence on exports ; 
so Intelligence work does not end with domestic trade. It must cover prospects 
and risks of business in all the four quarters of the world. In this wide field 
there is a constant need for up-to-date data on the financial and economic 
conditions of most countries. Post-war planning will intensify this need, 
but in view of what lies ahead banking research will have to go beyond facts 
and figures and enter the realms of theory. For instance, the single subject 
of Bretton Woods should long have occupied banking Intelligence. Any 
bank might justifiably be criticized if it has not examined and come to some 
decision on the United Nations Currency proposals, if only within the narrow 
issues of monetary technique ; but criticism might go further if the wider 
hopes impingeing on the recomme ndations and the implications of their re- 
jection have not been considered. Regarding these high-sounding projects, 
it may, of course, be maintained that the intern: titel field is a matter for 
Governments, politicians and for central banking; but can any of our joint 
stock banks ignore economic history in the making, where, say, Government 
participation in industry might completely change the character of inter- 
national trade? Certainly, on such issues the answers are not available 
today, but banks might be wise to expend some time and energy in examining 
the possibilities and consequences for themselves and also help forward publi 
opinion so that satisfactory decisions may ultimately be forthcoming. 

Now, the preceding reference to world monetary plans makes a suitable 
introduction to another side of Intelligence work which has less to do with 
trade and more with finance. This aspect, having a Keynesian slant, prompts 
the question : how many bankers in the past spurned or flouted his doctrines 
and prophecies on the grounds that such theories were not intended for their 
practical minds and that such things could never happen? But managed 
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currencies and cheap money not only materialized but came to stay, and with 
what startling effects upon investment policy, interest rates and the general 
structure of banking! Obviously, any Intelligence Department which at 
that time examined the impending changes did not waste its time if as a 
consequence it was able to recommend appropriate action both for the bank 
and for its customers. If this is agreed, then, as there is no reason to anticipate 
changeless financial conditions in a changing world, banking Intelligence 
may yet be furnished with opportunities to test its capacity and provide a 
ready public with reasoned opinions and, it is hoped, all the correct answers. 

Enough has already been said of Inte lligence work to indicate the part 
which can be played by the technical staff, both on the research side and 
in the careful preparation of reliable memoranda. But if there were over- 
emphasis on the scholarly side it is fairly certain that output would become 
too abstract, or merely result in a steady flow of potboilers, so bringing the 
department down to the level of an academic offshoot. However, highly 
competitive institutions are not ever likely to be satisfied with a service lacking 
in pep and originality, and it may be assumed that banks do not wait for 
information to flow in, but go out in search of it. This being so, it is reasonable 
to suppose that good copy will be sought through personal contact, since 
what better way has any business of sharpening its wits than by free and frank 
interchange of ideas in friendly discussion among practical minded and ex- 
perienced folk who know what they are talking about? With the right sort 
of contacts and a correct approach, such outside work should also help to foster 
the type of goodwill which today is summed up under the general heading 
of public relations. Actually, all bank managers worth their salt dispel a 
local atmosphere of aloofness, so easily conjured up by austere premises, 
polished woodwork and glass partitions, but it is the starch and glitter of 
Head Office that can do most harm and where publicity in its widest 
sense can do most good. Rightly, the public look for elucidation on matters 
of banking policy and issues affecting the banks as a whole, and so the In- 
telligence Department, because of its special contacts, both within and outside 
the bank, is perhaps the best fitted for the task. Then, since public relations 
are synonymous with Press relations, the Intelligence Department’s duties 
extend beyond a careful watch on Press opinion to timely pronouncements 
through its columns, so that banking policy and any criticisms which arise 
may not go by default, but be smoothed over by greater knowledge leading 
to greater understanding, and through this to greater goodwill. The scope 
for propaganda also extends to booklets and pamphlets. and the general run 
of display advertising. But so far have the banks moved forward in these 
branches of publicity that they are now really an offshoot of public and Press 
relations work. 

To keep a proper control of these diverse auxiliary services might be thought 
to tax the ingenuity and enterprise of any Intelligence department, but given 
the right personnel it should prove capable of gathering together all loose 
threads and of weaving them into the intricate pattern of modern banking. 
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The London Information Market 
By B. B. Boreham 


Assistant Sub-Manager, Banque Belge pour I’ Etranger. 


T is possible for a London bank to obtain a report on a Buenos Aires firm, 
|-: for that matter a New York concern, or, in peacetime, a Shanghai house, 

in 24 hours, or in some cases only 24 minutes. To a newcomer in the 
Information world, that fact is the most striking of all. It shows how highly 
geared is the system whereby bankers are able to get details on firms with 
whom they or their clients work all over the world. 

Although some banks regard the gathering of information as a mere 
incidental, others have a fully organized department to deal with this specialist 
work. Inquiries are received every day from clients, banking correspondents, 
etc. In some banks as many as one hundred inquiries are received by mail 
in the course of a single day. In addition the bank requires information 
for its own use. The majority of inquiries deal with the status of a trader. 
One is asked what is the reputation and capital strength of a firm or company, 
and what credit it can be granted. Sometimes the figure is quoted, and this 
can easily vary from {20 to £50,000 credit. Economic inquiries deal with 
the position and the credit of a whole country. Information is sought regard- 
ing restrictions on imports, payments, etc. Some clients put industrial 
queries. They wish to know the position of some stated industry, or they 
may request lists of importers, exporters, manufacturers or firms desirous 
of acting as agents. It will be seen, therefore, that there is a two-way traffic 
in the information world: domestic clients ask for opinions on home and 
foreign questions, whilst overseas clients generally ask for details on British 
firms and trade conditions. 

Often the information required is already on file. If not, one would turn 
for status reports to the established inquiry agents. In addition other banking 
friends give reports, or one might refer to the trade, by which is meant those 
firms in the same class of business as the one about whom inquiries are made. 
There are also many miscellaneous sources in addition to reference books, 
libraries and even, at times, the daily press. Chambers of Commerce, and 
Government departments (notably the Board of Trade), Government publica- 
tions, overseas and colonial bank monthly reports, can all be pressed into 
service. For foreign inquiries, if all else fails, one would write to a corre- 
spondent in the country concerned. 

It will be seen, therefore, that the gathering of information is a specialist’s 
job. Every experienced man engaged in the task would undertake to give at 
least a partial reply in the course of a day, to any genuine inquiry, if only 
to say that information was not available from those sources which usually 
possess a report such as that desired. In due course full details are almost in- 
variably obtained. Provided the inquirer has given correct data in the first 
instance, his banker will satisfy his requirements in ninety-nine cases out of a 
hundred. All information is filed, so that it is available for ready reference. 
The majority of Information Departments in London Banks hold more than 
20,000 reports in a more or less up-to-date condition. As is well known, London 
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has a very cosmopolitan collection of banks, so that it is possible to consult one 
or another which has a branch, or at least a close connection, in almost every 
part of the world. These serve as clearing houses for information. If one 
should need a report on a firm in China there are seven City banks with branches 
there. For the U.S.A. one has similarly at least 20 banking sources of in- 
formation. For France there are twelve or more, Belgium six, South Africa 
three, and so on. In view of this cosmopolitan character, London is without 
doubt the principal centre of the world for information. The Continents 
of Europe and America, for example, write here for reports on firms established 
anywhere outside their territory. 

It is customary for banks to give reports only to their own clients or to 
other banks. It is essential, therefore, that a customer should ask his own 
banker to obtain a written or verbal report from another bank. Banks have 
exchanged information for many years on a reciprocal basis, and this friendly 
agreement extends throughout the world. The form in which a report is 
couched is almost universal. Generally, one commences by indicating the 
nature of the firm’s business, and then follows with the date of its catablich- 
ment, its capital, respectability and credit, or a cautionary note if necessary. 
Information is supplied without charge to clients, correspondents and other 
banks, except for cable charges. Reports are given without responsibility 
or guarantee, for if a fee were charged it might be difficult to sustain in a 
Court of Law this act of divesting oneself of any liability. Clients and 
correspondents rarely abuse the privilege which is afforded them, but they 
are at times inclined to ask for rather too much, either in the way of detail 
or for reports on too many firms. An overseas client consults a Uirectory, 
probably out of date, draws up a list of, say, cotton goods ‘importers, and 
asks for reports on fifty or even a hundred of them. It would make the work 
of bank information departments much easier if the client would ask for a 
list of reputable houses in the particular trade in which he is interested. 
Very rarely indeed does a customer obtain a report and then pass it back 
to the firm concerned. In thirty years’ experience, the writer has only 
suffered one instance of this gross abuse of confidence. 

Even when full reports are obtained it is sometimes not easy to assess 
the standing of a firm. Experience, however, leads one to rely to some 
extent on hunches. One senses an unfavourable atmosphere from the start, 
and this leads to inquiries being made in other directions. It is probably 
true that those engaged in gathering information are, by nature of their work 
and experience, a trifle suspicious of everything and everybody. In other 
words, they are inclined to reverse the well- known maxim of British law and 
consider every firm guilty until it proves itself innocent. There is another 
maxim which should be observed, particularly by the lesser banks, not only 
in London, but in all the other important financial centres of the world. A 
firm asks us for a credit of, say, £10,000, and we get good reports all round. 
We find that Bank “A” gives £50,000, Bank “ B”’ gives £100,000, “ C,” 
“D,” ete., give, say, £200,000 each. Therefore, we are apt to think that 
if the firm is good en ough for such large figures in those quarters, it is good 
enough for {10,000 from us. Often the correct deduction is that the firm 
is getting £6/700,000 credit already, and we should keep out. The law of 
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averages cannot safely be applied to inquiry work. Observation spread over 
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many years, tends to prove that five good reports do not counter-balance 
one bad one. There is a distinct possibility that five sources are still in 
blissful ignorance of the knowledge possessed by the remaining one, provided, 
of course, that it is a trustworthy informant and not actuated by malice. 

The foregoing necessarily touches only the fringe of the information 
market. The difficulty is, of course, that one is dealing with highly con- 
fidential and delicate material. In conclusion, may we be permitted to say 
that even after all these years we still do not know exactly what is meant by 
the time-honoured reply, ‘ ‘ Respectable firm which keeps a satisfactory 
account and is good for engagements.”’ We rather suspect it merely means 
at times, ““ Yes ; they have an account with us ’’—just that and nothing more. 





The Law Relating to Credit Information 
By O. H. Giesen, LL.M. 


HE legal relationships arising out of the giving of credit information 

form a complex and controversial part of the law, ‘which concerns bankers 

more directly than any other section of the community with the possible 
exception of the trade information agencies themselves. When giving in- 
formation about the financial position of his customers, of course, the banker 
must be most careful not to disclose without the knowledge and consent 
of the particular customer anything that is covered by his professional duty 
of secrecy. This duty is indeed a fundamental one, implied in the con- 
fidential relationship between banker and customer and very marked in 
respect of ‘‘ all the transactions that go through the account, and to the 
securities, if any, given in respect of the account.” The position has been 
exhaustively surveyed in the leading case of Tournier v. National Provincial 
Bank (1924), from which the above quotation has been taken. The plaintiff 
in this case banked with National Provincial Bank at a City branch. His 
account became overdrawn and he agreed to pay off the overdraft by weekly 
instalments. Shortly afterwards he entered the service of a firm under an 
agreement for three months as a travelling salesman. He failed to pay.the 
instalments and the manager of the bank’s branch telephoned to his employers 
to ask for his address. In the course of this conversation, the manager 
informed the employers that the plaintiff's account was overdrawn, that 
he had failed to keep his promise to put it in funds and that he was suspected 
of betting as cheques drawn by him had been paid to bookmakers. As a 
result, the plaintiff got into difficulties with his employers and sued the bank 
for damage s. The bank was held liable, as they had failed in their duty 
to the plaintiff to treat his account and affairs as confidential. 

This judgment established the proposition that the duty of secrecy is a 
legal one arising out of contract and that breach of it gives rise to a claim 
for substantial damages where injury results from the breach, and for nominal 
damages if that is not the case. The duty is, however, not absolute but 
subject to certain reasonable exceptions which have been enumerated by 
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Bankes, L. J., as follows : 
(rt) Where disclosure is to be made under compulsion of law (e.g. under 
the Banker’s Books Evidence Act). 
(2) Where there is a duty to the public to disclose (e.g. when during 
time of war the customer’s dealings indicate trading with the enemy). 
(3) Where the interests of the bank require disclosure (e.g. where the 
bank has to issue a writ claiming repayment of an overdraft) ; and 
}) Where the disclosure is made with the express or implied consent 
of the customer. 
The most important of these exceptions is, of course, the customer’s consent 
to disclosure. A common example is the case where the customer himself 
gives the bank as reference, although the extent to which he authorizes 
information to be given in the reference will be determined by the facts of 
each particular case. It is a well-known practice of bankers to answer in 
confidence queries put to them by another banker relating to their customers. 
This practice, wholesome and businesslike as it may be, can legally be justified 
only on the basis of an implied consent by the particular customer, and the 
banker when responding to a reference request by another banker or a third 
party will seldom be in a position to know whether his customer’s consent 
to disclosure has been given by implication or otherwise. Great caution is, 
therefore, indicated and in practice observed. The banker should also be 
aware that the duty of secrecy does not cease the moment a customer closes 
his account, and it probably continues even after the customer’s death. It 
applies whether the customer’s account be in credit or overdrawn and extends 
from the actual state of the customer’s account to any information derived 
therefrom, and, in fact, to all information about the customer acquired by 
the banker in his character as such. 

Where a banker gives information about the financial affairs or the credit 
of a customer in bre ach of his duty of secrecy, he is liable for breach of contract 
to the customer even if the information which he has given is substantially 
correct—provided the customer suffers damage therefrom. If the customer’s 
consent to the information has been given, expressly or by implication, the 
banker is under a contractual duty to take due care not to furnish information 
which is false. In given circumstances the customer may consider whether 
he could also bring an action for defamation, but for reasons which will be 
explained later the contractual claim is in practice likely to be preferred 

We have discussed so far the obligations imposed on the banker by the 
contract with his customer in connection with information given about the 
customer. No such duties exist, of course, in connection with persons who 
are not customers of the banker. Where the banker makes enquiries and gives 
information about the financial standing of strangers he does not disclose 
facts which have been confidentially entrusted to him and the person about 
whom he delivers his report can take no action if the report is in substance 
correct. It may be, however, that the banker’s report is incorrect and contains 
an imputation of dishone ‘sty or incompetence in the trade carried on by the 
person about whom the information is given. In that case the banker is 
exposed to a libel action, and his main defence will be that his communications 
with the enquirer were privileged. It is a well-established rule in the law 
of defamation that defamatory statements made about a third person are 
not actionable if the person making them is under a legal, moral or social 
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duty to communicate them to the enquirer, and if the enquirer has a corre- 
sponding interest in receiving the statements. If fairly warranted by any 
reasonable occasion or exigency and honestly made, such communications 
are protected for the common convenience and welfare of society. The 
scope of this privilege has been frequently discussed in the Courts, although 
never explicitly in connection with the particular position of the banker. 
But as the banker in this connection is in much the same position as the trade 
information agencies, it will be useful to recollect the principles established 
by the Court in connection with such agencies and to look at them for guidance 
in the banker’s problems. 

In these decisions the Courts have tried to steer some middle course between 
safeguarding commercial credit against the dissemination of prejudicial 
rumour, on the one hand, and allowing third persons to help a tradesman to 
protect himself against dealing with insolvent persons, on the other hand. The 
leading case is the decision of the House of Lords in London Association for 
Protection of Trade v. Greenlands Limited (1916). The Secretary to that 
Association collected and supplied information about the plaintiffs which 
proved to be untrue. The House of Lords held that the communication was 
privileged, on the ground that the Secretary in supplying it was acting not 
as agent f wr the Association as a whole, but as a confidential agent employed 
by the trader on whose behalf the enquiries were made. As the trader had 
the right to make enquiries about the commercial credit of a person with 
whom he proposed to trade, he equally had the right to make them through 
an agent and the agent was under a duty to report to him. The fact that 
the agent was the secretary of an association of which the trader was a member 
did not make any difference to the legal position. 

The question whether the Association itself had any privilege was left 
undecided in the case; there were, however, some observations by Lord 
Buckmaster, L.C., that a privilege would exist if the Association consisted 
of persons who were themselves interested in trade, if it exercized control 
over the person who on their behalf procured the information, and if it did 
not conduct its business purely for purposes of gain. The case of a profit- 
making trade agency was decided by the Privy Council in Macintosh v. Dun 
(1908). Here an Association conducted for profit by people who were them- 
selves wholly unconnected with trade acquired from all sources information 
about traders and carried on the business of disseminating such information 
for reward to the subscribers to the Association. It was held that the com- 
munications were not privileged. The agency was only collector of informa- 
tion which it was ready to sell to its customers, and it was immaterial whether 
the customer bought the information across the counter or whether he enjoyed 
the privilege of bei ‘ing enrolled as a subscriber and paid his fee in advance. 

The be inker’ S activities in gathering and supplying information about the 
financial standing of commercial undertakings are, of course, services of a 
non-profit-yielding character. Moreover, they are services for which the 
banker is uniquely qualified and which are useful and necessary to the com- 
mercial community which he serves. It seems, therefore, reasonable that 
the banker should enjoy at least the same degree of protection which the 
House of Lords has accorded to non-profit-earning trade protection societies 
in London Association for Protection of Trade v. Greenlands Limited, and 
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it is submitted that his communications with customers concerning matters 
of credit information are privileged. 

An observation to this effect has been made by Lord Justice Brett (later 
Lord Esher) in his judgment in Waller v. Loch (1 881), where he said: “Ifa 
person who is thinking of dealing with another in any matter of business 
asks a question about his character from someone who has means of knowledge, 
it is for the interests of society that the question should be answered, and if 
answered bona fide and without malice, the answer is a privileged communica- 
tion.” A word of caution is, however, indicated. The privilege of com- 
munications between banker and customer where it exists is only “ qualified.” 
That means that the banker is entitled to make his statement even if it is 
false, but only if he makes it honestly with respect to what he states and 
care fully with respect to the means by which he states it. If he does not 
observe these limitations, he acts ‘‘ maliciously ” and is not protected. 

Let us turn now to the relationship between banker and enquirer. If 
as a result of unduly favourable information the inquiring party is led to 
take up business which otherwise he would not have accepted and thereby 
suffers loss, the question will inevitably arise whether he is entitled to com- 
pensation from the banker. The answer differs in cases where the enquirer 
is a customer of the bank from cases where he is a stranger. A customer 
is in a contractual relationship with the banker which imposes on the latter 
a duty to furnish truthful information. Any breach of that duty, even if 
caused by mere negligence, makes the banker liable in damages. Where, 
however, the enquirer is no customer of the bank, an analysis of the legal 
position shows that he has but a slight chance of success. In this situation, 
there is clearly no contractual relationship and no corresponding duty to make 
a truthful statement. This means in effect that no action will lie against 
the banker for negligently making a false statement, and it will very seldom 
happen in practice that the inaccuracy is due to anything more serious than 
negligence. 

There remains the possibility of an action in tort. Such action cannot 
be based on negligence, since there can be no negligence without a duty. The 
plaintiff must show that a duty to take care caletedl towards him, and that 
that duty has been broken. It is a well-established rule in English law that, 
apart from contractual relationships, there exists no duty towards the public 
in general not to make an erroneous statement, and that no action for tortuous 
negligence will lie in the case of an innocent (as distinguished from fraudulent) 
mis-statement. ‘‘ An innocent representation, per se, constitutes no cause of 
action " [Lord Wrenbury, in Banbury v. Bank of Montreal (1918)}._ The law 
in the matter has been well explained by the Court of Appeal in Parsons v. 
Barclay & Co. (1910). In this case, the plaintiff asked Messrs. Barclay & 
Co. at their Feltham branch for information about the standing and financial 
position of a certain limited company. The branch manager replied that 
the company in question kept a satisfactory account with the bank, that 
it appeared to be doing a genuine and increasing business and that the two 
managing directors were men of experience in their business. The plaintiff 
invested money in the company, which he lost, and he sought to make Messrs. 
Barclay & Co. or their manager liable for this loss. As against the bank 
the action was dismissed, on the ground that it was not responsible for repre- 
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sentations made by its servants. As against the manager, the jury found 
that he had acted fraudulently. But on appeal this verdict was set aside, 
and the Master of the Rolls, delivering the judgment of the Court of Appeal, 
— confirmed that the manager’s statement seemed to him to have 
been perfectly honest, pe rfe -ctly fair and perfectly right. 

He then continued: “I desire, for myself, to repudiate entirely the 
suggestion that when one banker is asked by another for a customer such 
a question as was asked here, it is in any way the duty of the banker to make 
enquiries other than what appears from the books of account before him, or, 
of course, to give information other than what he is acquainted with from 
his personal knowledge. I repudiate altogether the idea that it is any part 
of the obligation of a banker on his receiving a letter of this kind to make 
further enquiries, or that he is to be found guilty of fraudulent conduct unless 
he goes about and makes enquiries such as ‘Is yours a profitable business, 
or is it a paying business, or is it a business in which I should be inclined to 
invest money myself ?’’’ Lord Haldane said in Banbury v. Bank of Montreal 
(1918) that the only duty on the banker in such a case is that of ‘‘ common 
honesty,” which in more precise language means that he must not be fraudulent. 
Any misrepresentation which has been 1 made innocently will not be actionable. 
The banker can only be made liable if he stated what was untrue knowingly, 
or without belief in its truth, or recklessly without caring whether it was true 
or false, and if the statement was made in writing and signed by the banker 
himself. 

The last mentioned requirement follows from the much discussed Section 6 
of the Statute of Frauds Amenement Act, better known as Lord Tenterden’s 
Act, 1828. It provides that no action will lie on a false and fraudulent repre- 
sentation as to the character, conduct, credit, ability, trade or dealings of 
any person unless it be made in writing, and in Pe case of a company, if the 
writing be under the Company’s Seal [Swift v. Jewsbury (1874)]. Even where 
a reference is given in writing it is difficult to Sicuniae: whether the bank is 
liable for the fraudulent conduct of their manager, who will in all probability 
have been responsible for giving the reference. The words of the Act require 
that the writing should be “ signed by the party to be charged,” and, therefore, 
it seems that the bank could not be made liable. That, at any rate, was the 
opinion of the Court of Appeal in Parsons v. Barclay & Co. and of the House 
of Lords in Banbury v. Bank of Montreal. The manager himself will, of 
course, be personally liable for his own fraudulent conduct, but only if his 
statement was signed and if fraud can be proved against him. 

It should be mentioned in conclusion that the banker’ s information about 
the credit and standing of third parties will frequently be coupled with an 
advice on investments, and it may well be argued that, whilst the banker is 
liable for credit information only within the limits discussed above, he incurs 
a liability to exercise reasonable care and skill when he undertakes to advise 
on investments. This subtle difference has been discussed in two decisions 
of the House of Lords—Robinson v. National Bank of Scotland (1916) and 
Banbury v. Bank of Montreal (1918). In both of these, judgment was given 
for the bank. The test seems to be whether advising on investments is within 
the ordinary scope of the business of the bank—which is a question of fact 
in the particular case, as ‘‘ the limits of a banker’s business cannot be laid 
down as a matter of law”’ (Lord Finlay in Banbury v. Bank of Montreal). 
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Seyd & Co, Banking and Credit Agents 


HILE the banks have their own information de ‘partments, it is well 
\ \ known that they also make use of the various enquiry agents, notably 
Seyds, Bradstreets and Stubbs. Among these, Seyd & Co. undoubtedly 
have the closest connections with the banking world and for many years 
have enjoyed the leading position as banking agents. Indeed, the business 
developed in its present form precisely for this purpose of meeting the need 
of the banks for credit information. The relationship is, in fact, a reciprocal 
one ; for whilst Seyds supply status information to their banking subscribers, 
much of their information is inevitably derived in turn from the banks them- 
selves, with their special insight into the standing and credit-worthiness of their 
trading customers. Thus, it would not be going too far to describe Seyds 
as in one sense a clearing house for credit information between the different 
banks. The concern is, indeed, a refinement of specialization ; for just as 
many of the merchant banks developed out of trading or merchant firms, 
who turned to account their special knowledge of the credit standing of other 
traders to develop into acceptance houses, so Seyds have developed out of a 
banking concern to specialize in one of the many functions of the banker, 
namely, the assessment of credit-worthiness. 

The founder of the business, Ernest Seyd, was originally a bank clerk, 
who at the age of 24 went out to California in the gold rush of 1854 and 
returned to London in 1857, having made a sizeable fortune. In the following 
year he established a banking business and made a special study of the con- 
ditions and circumstances affecting the standing and credit worth of concerns 
whose names appeared regularly on ‘bills of exchange. By virtue of this 
specialization he was continually being asked for status opinions by the 
banking friends whom he met “ on change,” and finally this service was put 
on a commercial basis. At the request of his banking friends, Ernest Seyd 
issued in 1859 his first ‘‘ Commercial List,’’ a confidential work containing 
details of business firms in the City of London designed for the use of the 
London money market. Three years later he was joined by his younger 
brother, Richard, and the business rapidly expanded to include lists of firms 
in the province s, gradually covering the whole of the U.K. and Ireland. 

In passing, it is worth mentioning that Ernest Seyd was himself a con- 
siderable expert on monetary theory and foreign exchange, with a number 
of works on these subjects to his credit. Both he and his brother Richard 
were original Fellows of the Institute of Bankers, formed in 1879, and this 
aspect of Ernest Seyd’s interests are signalized by the fact that he died in 
Paris while attending the Bimetallic Congress of 188r. 

During the latter part of the ’sixties it was realized that the banking 
section and the commercial enquiry section of the business were not wholly 
compatible, and in 1870 the former was sold to Frederick Burt and Co., who 
were later amalgamated with the London and County Banking Company. 
In 1908 the business was converted into a private limited company with a 
capital of £40,000 in £10 shares, the first directors being the former partners, 
namely Ernest Seyd, Ernest W ithers and Richard E. Seyd, the eldest son 
of Richard Seyd, who was elected a Fellow of the Institute in 1897. Ernest 
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Seyd died in 1917, while in 1919 Ernest Withers, junior, son of the original 
director, left the Bank of England to join the company. His father remained 
a managing director until his death in 1933. Richard E. Seyd and Ernest 
Withers, junior, are the managing directors of the concern at the present 
dav, so that the family connection has been maintained. 

After nearly a century of operation, Seyds today is an established institution 
which plays an important, if little publicized, réle in the British banking system. 
While the concern is an independent one, as a result of the confidence built 
up by long association for many decades, Seyds are afforded, from the point 
of view of credit information, facilities comparable to those accorded by one 
banker to another. They, of course, never disclose, without authority, the 
source of either enquirer or information and compile their reports and ratings 
from all the sources to which they have access, the advantage over the ordinary 
bankers’ stereotyped report being that such data as have been available as 
affecting the position have been examined by an independent and uninterested 
source. 

It goes without saying that the provision of a complete credit information 
service does not depend on word of mouth reports alone, but has to be backed 
up by an elaborate organization combing all available sources of information. 
For private companies in particular, the information filed at the official 
Register of Companies, formerly at Somerset House and now at Bush House, 
is extremely useful. This shows in the first place the constitution of the 
company—that is, the directors and subscribers—and this is often the 
paramount consideration. In addition, the records cover particulars of capital, 
including the amount paid in cash and that considered as paid, as well as the 
amount of the nominal and subscribed capital. Particulars are also given of 
unpaid calls, and of debentures and mortgages outstanding, in addition to the 
actual charges thus secured and required to be shown under S. 79 of the 
Companies Act. From the various official Gazettes the agencies also compile 
up-to-date records of notices of liquidation, reconstructions, deeds of arrange- 
ment, amalgamations, dissolutions of partnership, notices of debentures and 
charges and of increases and reductions of capital. Valuable particulars 
are also to be found in books of references, trade journals, law reports, the 
financial press, and indeed the press generally. For concerns which are not 
registered as companies, of course, it is necessary to rely on reports, not only 
from bankers and agents, but also from others engaged in trade. Nowadays, 
there is much less reluctance than formerly for the parties in question to 
make voluntary statements and even to produce their balance sheets. As a 
most important part of the rating work, the directors and officials of Seyds 
make regular periodical visits to the leading industrial centres in the country 
in order to study business conditions and gain up-to-date information regarding 
the changes that may take place for one reason or other in the status of tri iding 
concerns. Over a period of years, the directors have naturally gained very 
considerable insight into, and detailed knowle dge of, various industries. 

So much for the formal sources of information. In view of the extreme 
caution necessitated by the present state of the law on the part of all giving 
status information, a successful interpretation of the data assembled necessarily 
calls for a high degree of discretion and judgment and for long experience. 
Perhaps the ultimate refinement in the field of credit information, however, 
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is the attempt made by Seyds to give an actual mathematical expression 
to that rather nebulous concept, the credit-worthiness of a trading concern. 
As is well known in banking circles, the confidential Commercial Lists issued 
by Seyds contain a “cipher ’’ rating which serves as a first indication of a 
concern’s standing. It is based on four main factors, namely: (I) general 
standing, reputation and character ; (2) monetary standing ; (3) trade extent ; 
and (4) mercantile credit. The highest rating of all is A.r in all four columns— 
and a rating of A.1 at Seyds means as much as a rating of A.1 at Lloyds in 
another sphere. 





American Participation in British 
Industry 
By Paul Einzig 


HE question whether large-scale American participation in British 

industry after the war would be to the advantage of Great Britain has 

become the subject of lively controversy. Broadly speaking, it is true 
to say that those in favour are identical with the supporters of unplanned 
free trade, while those against it are identical with the supporters of controlled 
foreign trade. The free traders are quite willing to put up with a series 
of adverse trade balances, on the assumption that sooner or later the mere 
existence of the import surplus will give rise to mysterious influences leading 
to the development of a corresponding increase of British exports. They 
would welcome, therefore, an influx of American capital, whether in the 
form of dollar loans or investment in British industries, as the necessary 
means of financing our trade deficit until our foreign trade is once more 
balanced as a result of the increase of our exports. The supporters of control, 
on the other hand, are opposed to dollar loans and an influx of American 
investment, on the ground that such palliatives would merely encourage 
over-importing and would postpone the day when the problem of balancing 
our international accounts have to be faced. 

A complete de-control of imports during the reconstruction period is, 
of course, out of the question. The degree of liberality with which the 
control will be relaxed, and with which licences will be granted on goods 
that remain under control, will depend, however, on our dollar resources. 
As a result of an influx of American capital in no matter what form, much 
American and other foreign goods would be admitted which would be excluded 
in the absence of such an influx. And in so far as the additional imports 
are not necessary for the re-starting of our civilian production or for the vital 
needs of our consumption, they simply result in a corresponding unnecessary 
increase of Great Britain’s deadweight foreign indebtedness and a corres- 
ponding net decline of her national wealth. Likewise, an influx of dollars 
through American lending or investment would lessen the inducement for 
Great Britain to insist that foreign countries should spend on British goods 
the proceeds of their exports to this country. This would mean that, even 
as far as essential imports are concerned, the influx of American capital would 
lead to an unnecessary increase of British foreign indebtedness. 
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Lastly, it is felt that an influx of American investment would prejudice 
this country’s chances of settling its external floating war debt on satisfactory 
terms. Evidence of an increase in our dollar resources would induce our 
overseas creditors—including countries of the British Empire—to bargain 
for stiff terms; in particular, they would ask for repayment of a large part 
of their claims in the form of dollars. The result would be that the sterling 
claims, instead of being written off or settled in the form of goods deliveries 
over a long period, would be converted into dollar claims. And since this 
would enable overseas countries to place larger orders in the United a 
instead of waiting till British industries are ready to deliver the goods, i 
might mean a permanent loss of many of this country’s overseas markets. 

The adherents of free trade argue that an increase of this country’s external 
indebtedness, whether in the form of foreign loans or of the investment of 
foreign capital in British industries would be no grave matter ; it would simply 
mean a reversal of the process which has taken place in the past century 
during which British capital was lent to other countries. It is pointed out 
that the borrowing countries have derived permanent benefit from the influx 
of British capital, and that in any case we cannot reasonably object to being 
done unto us what we were doing for centuries unto others. This argument 
requires close examination. Those applying it seem to assume that the 
circumstances in which British capital has been invested abroad and those 
in which American capital is now expected to be invested in this country 
are identical. In reality, nothing could be further from the truth. The two 
processes differ from each other fundamentally in respect of their origin, 
and also in respect of their effect. The reasons why British investment 
abroad in the past was justified may be summed up as follows : 

(1) The countries absorbing British capital had been economically 
undeveloped, in bad need of the development of their resources. 

(2) They were incapable of developing their resources without external 
aid, either because they lacked financial resources or because they were 
at a too low stage of civilization. 

(3) British capital entered these countries with the constructive 
purpose of developing resources which would have remained undeveloped 
for a very long time. 

(4) As a result of their development the debtor countries’ national 
wealth and income has increased far beyond the extent of the burden 
represented by the British investment. 

To suggest that the influx of American capital into this country would 
merely mean a reversal of the process would imply: (a) that Great Britain 
is economically undeveloped ; (b) that the British people lack the financial 
resources for the development of her resources, or that it is at a backward 
stage of civilization and required foreign guidance for the development of 
its industries ; (c) that American capital would enter for the sole purpose 
of developing backward Britain, and the process is not one of consolidating 
the proceeds of avoidable imports into a permanent claim on Britain’s national 
assets; and (d) that the influx of American capital would increase Britain’s 
national wealth and income, and would produce the necessary amounts of 
dollars for the dividends and the eventual repayment of the capital. 

The truth of the matter is that Great Britain is not a country of backward 














100 THE BANKER 





savages nor of impecunious colonizers incapable of developing its resources 
with the aid of its own capital, technical skill and organizing capacity. 
Indeed, she is one of the most highly developed countries which is well in a 
position to complete her development without any external assistance. 
American capital would penetrate into this country, not as a result of any 
genuine need for its collaboration, but largely in the form of proceeds of 
unnecessary imports which create an American investment in this country. 
It is not a case of a new investment, but merely of a reinvestment of capital 
lent to us originally in the form of luxury exports. To the extent to which 
the counterpart of the influx of American capital i is represented by a reduction 
of foreign blocked sterling balances, the origin of American investment would 
be war expenditure spent by this country abroad in the interests of the common 
cause. Finally, as a general rule, Great Britain’s capacity to remit dollars 
would not stand to increase as a result of the investment of American capital. 

This does not mean that the investment of American capital is in every 
circumstances something unwanted. That is certainly the case as far as 
the granting of dollar loans and the acquisition of existing British enterprise 
is concerned. On the other hand, in certain circumstances the establishment 
of new American industrial works in this country would serve a decidedly 
constructive purpose, and would confer unquestionable benefit to Great Britain. 

In a recently issued pamphlet entitled American Participation in British 
Industry, the American Chamber of Commerce in London deals in detail with 
the problems of establishing new American industrial enterprises in Great 
Britain. It shows a commendable degree of understanding of the British point 
of view. It points out that “‘ British manufacturers whose commercial activities 
have been suspended or restricted by war controls naturally expect that they 
will be given time to re-establish themselves before new competitors are allowed 
in the field.’’ Nevertheless, it is expected that American enterprise would 
be welcomed in the ‘‘ Development Areas.” Again, if their establishment 
should be calculated to result in a decrease of imports or an increase of exports, 
they are expected to receive encouragement. Beyond doubt, the case in 
favour of American ente rprise is unanswerable whenever there is good reason 
to believe that British enterprise is technically incapable of producing the 
manufacture concerned, or something nearly as good. On the other hand, 
when the admission of American firms is supported merely on the ground that 
it would hasten the pace of resuming civilian production, then the arguments 
for and against require careful consideration. It is true that unless British 
enterprise is ready to export in time to benefit by the post-war export boom 
this country will lose some valuable markets. With this country’s man- 
power and resources fully occupied in the work of reconstruction, the question 
is to what extent the erection of American works would slow down the erection 
of British works. It is also necessary to try to estimate at least approximately 
the extent to which the current yield of foreign exchange during the post-war 
boom is likely to offset the increase of this country’s indebtedness on capital 
account. The problem involved is far from being one of simple arithmetic. 
What matters mainly is that in no case should the admission of American 
enterprise leave this country on balance with an increased international 
indebtedness. To borrow during the war, and to use up our capital resources 
while fighting for our existence was one thing. To continue to borrow after 
the war would be quite another matter. 
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Women in Banking 
(By a Correspondent) 


E have grown so accustomed to being told that most things are ordered 
Wrecie: in the United States that we are becoming inclined to under- 
value some of our own accomplishments. There is one activity, 
however, in which we must* unhesitatingly admit American primacy—the 
assembling of statistical evidence. Whether the enquiry is concerned with 
the incidence of suicide or with the comparative financial honesty of clergymen 
and saloon keepers, the Americans have a figure for it, while matters of great 
importance, such as the trade of the Union, are set out with a mass of statistical 
material unrivalled in its detail and clarity. This being so, it is not surprising 
that the place of woman in industry and the professions has received growing 
attention now that the impulsion of two great wars has burst open for her 
door after door into the labour market. One of the most recent of the in- 
dividual enquiries is embodied in a book concerned mainly with the place 
of women in banking. * Once the reader wisely forgets the dust-cover announce- 
ment that it is ‘ the first accurate and complete study of women in this field,” 
he will find the book interesting to read, not only for its own sake but because 
it leads inevitably to the game of comparing American conditions with our own. 
At the start, the English reader will regard Miss Dorcas Campbell with 
some awe. This lady, we are told, is not only a graduate of two universities 
(from one she holds the degree of Master of Business Administration), but 
also an officer of the East River Savings Bank, New York. Moreover, she is 
“steeped in banking daily, is a frequent speaker, author of articles and 
associate in professional banking groups.’’ When the reader comes to the 
lady’s own work, however, his fears will vanish, for she proves to be a clear- 
headed, pleasant mannered writer in a field where much of the discussion 
has usually been vitiated by prejudice er downright ill-temper. Women 
started working as stenographers and then as cle rks in American banks at 
the same period and for the same reasons as in England. But while female 
labour with us has been almost entirely confined to subordinate posts, in the 
United States managerial and even higher functions have been entrusted to 
women. The following summary of a U.S. Department of Labour table 
(1940) shows the pre-war position in five big cities reaching across the States 
from Los Angeles to Philadelphia : 
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These figures refer to “‘ banks and other finance,’”’ and if we are right in 


assuming that they are put forward by Miss Campbell as a fair sample of 





*** Careers for Women in Banking and Finance.’’ Dorcas Campbell (Dutton: New York, 
1944. $2.75). 
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American peacetime conditions then we learn from them that women formed 
a higher percentage of total staff than in this country and that over 5 per cent. 
of the highest posts were in their hands. The author gives us some “ success 
stories ’’ to show “ how it is done.”’ First we have Grace S. Stoermer, who has 
reached ‘‘ a pinnacle to which all ambitious women aspire ’’ by becoming an 
Assistant Vice-President of the Bank of America National Trust and Savings 
Association. She first made her mark as an enthusiastic member of the 
‘Native Daughters of the Golden West’ and eventually rose to be that 
organization’s president. Her work on its behalf took her to all parts of 

California and led to her election in 1921 as Secretary to the State Legislature. 
Two years later, Mr. A. P. Giannini, one of the world’s most acute bankers, 
gave her a post in the bank where she is now a high official.* Miss Stoermer 
is not alone: Miss Dorothy Gee, born in China, is manager of the Bank of 
America’s Chinatown branch in San Francisco and she is supported by an 
all-woman staff. In Texas there is Grace Binder, the General Manager of the 
Anthony Wayne Bank, while at Cleveland there is the Women’s Federal 
Savings and Loan Association founded in 1935, Whose assets already reach 
$5 millions and whose entire control and management is in female hands. 

Two things stand out from Miss Campbell’s selected cases: most of the 
successful ladies were university graduates and many of them found their 
management opportunity in the specialized sections for women customers 
which not a few of America’s 15,000 banks have set up. Another fact that 
may not be given due weight by the English reader is that the ‘“ Native 
Daughters of the Golden West ”’ is only one among an innumerable assortment 
of clubs and societies formed for and run by American women. By far the 
greater number of these are devoted to purely social ends, but even these must, 
in the long run, make for a willingness to take collective action that women 
in this country are far from achieving. When club tactics are applied to 
business ends by female bank officials a consolidation of women’s status will 
almost certainly follow. As yet there does not appear to be any nation- 
wide association of American female bank employees, but for the past quarter 
of a century there has existed an Association of Bank Wome n, drawing its 
membership exclusively from women holding at least what we should call 
managerial status. Today it is 358 strong, with representatives all over the 
States and even in Hawaii. Its roster includes three Chairmen, five Presidents, 
and any number of Vice-Presidents. It runs its own journal and through 
its regional committees it makes its influence felt in a variety of large cities. 

While the attitude of the rank and file of American women clerks to their 
job is more difficult to assess, there is evidence that they are re sponding to 
what Miss Campbell calls “‘ the objectives of anew economy.”’ In the American 
Institute of Banking there is at their service one of the largest adult schools 
in the world. With its annual enrolments of 40/50,000 students and its 264 
local chapters, it is an impressive-sounding organization, but the point to 
be made here is that in a recent year 18,000 women enrolled for classes, as 
compared with 27,000 men. When they have “ graduated,” membership 
of their local chapter is thrown open to them and once again the American 
love of being one of a club finds an outlet 

When we examine Miss Campbell on the economic rewards which the 


* Measured by deposits, the Bank of America Ni ies Trust ain Savings Association is 
the world’s second largest bank It has about 500 branches. 
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average American-bank woman may expect as a sweetener of her toil, the 
evidence adduced is disappointingly meagre. A table in the appe ndix, 
however, suggests that the difference between the remuneration of male 
and female routine staffs is much less than in England. In Richmond (Va.), 
for example, the second quartile monthly salary rate for 402 men in Ig40 
was $115 and that for 337 women $100, while the corresponding figures in 
Philadelphia were $140 and $104. The only evidence as to policy is in a 
statement made to Miss Campbell by Edward N. Hay, the Personnel Officer 
of the Pennsylvania Insurance Company, to the effect that equal pay for 
equal work was part of his company’s normal policy, but that its working 
had to rest on careful ‘“ job evaluation.’ 

Today some 60 per cent. of American bank employees are women. Here 
with us, we understand, the war has brought it about that nearly half the 
whole-time empleyees are women, and we should imagine that in the later 
thirties the proportion must have been about 20 per cent., again less than 
the U.S. proportion. But the difference is not so much that English girls 
are less used in banks as that they appear to have less opportunity of pro- 
motion than their American sisters. At this point the investigator must 
proceed with caution, for our published statistical material is almost non- 
existent, and Miss Campbell has given us little to go on for her country. 
Perhaps we shall be safer if we turn from figures to more general considerations. 
What, for instance, can we say of the economic imate of the U.S.A. in this 
matter as compared with ours? The membership of the Association of Bank 
Women is evidence that conditions in the U.S.A. are such as to make it possible 
for women to reach high office in banks. The war has also helped a highly 
organised womanhood to step into thousands of office jobs in a country which 
regards the ‘“‘ equal chance’ as axiomatic among whites, and the war will 
last long enough to permit these women to dig themselves in if they are 
determined enough and if their net productivity is high enough. 

This last condition must be the ultimate test, but it may take an un- 
conscionable time a-working. In England we are accustomed to say that 
women are already paid “as much as they are worth.’”’ This judgment is 
supported by the assertions that woman labour is: (1) given to excessive 
absenteeism ; (2) liable to excessive turnover owing to the frequency of 
retirement through marriage ; (3) lacking in ambition to master the next 
job, largely because of marriage hopes ; (4) difficult in the mass—‘‘ a woman 
will only work for her boss’ ; (5) immobile ; and ‘“‘ equal work ’’ must mean 
equal willingness to be shifte -d round ; (6) unsuited to be put over men, for 

men wouldn’t stand it.’ 

Now all these objections to woman labour, except the fourth and sixth, 
could be subjected to simple statistical measurement, if the statistics were 
known. Of course, they may be available in the various staff departments, 
but nothing, so far as we are aware, has been published. Thus each of us 
must rely on his own experience and prejudices in assessing the truth of these 
frequently-made charges. No. 3 is perhaps partially borne out by the lack 
of women’s interest in the Institute of Bankers—but surely the answer there 
is that, as long as there is a virtual salary maximum of {250 a year fora woman 
in banking, a ple thora of female candidates for the Certificate is hardly likely. 
The charge of excessive absenteeism is false, we believe, as a general statement, 
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but it is true when directed at individual women, and the remedy is in the hands 
of the employer, for. what it is worth. Miss Campbell quotes a personnel 
bank chief as saying: ‘‘ Men normally have an absentee record of 2 to 3 per 
cent. and women from 3 to 5 percent. That isn’t a fatal difference and should 
not be the deciding factor in the employment practice of an institution.” 
Even on this side of the Atlantic, the inequality of the sexes as a general 
concept is decreasing both in legal and social force, but it is still enormously 
strong and remains so because it does not always work to womenkind’s dis- 
advantage. Its main buttress is the male’s family responsibilities which, 
pace the typist’s widowed mother, are in the aggregate overwhelmingly greater 
than the female’s burden of dependents ; while the existence of “ the family ”’ 
makes every clerk’s wife a supporter of the present system and an opponent 
af those of her fellow-women who would have our bank women receive the 
same opportunities as the Native Daughters of the United States. Mean- 
while, the banks have a fairly uniform recruitment policy and, so far as that 
policy concerns women, it has the support of the overwhelming majority of 
the male staff. Changes @ l’Americain may come to this island perhaps in 
due course, but the unresponsiveness of Canadian banking to the egalitarian 
treatment of women staff suggests that the day when the Chief General 
Manageress will stroll over to the Bank of England is still some distance away. 


Is Banking a Profession ? 


OST people would doubtless consider this question easy to answer. 
M They would say without hesitation that banking is a trade; that it 
is a busines ss as opposed to a profession. They ‘might go back to Sir 
William Petty: “‘ What is the trade of a banker? Buying and selling of 
interest and _ unge ”’ (Quantulumcumque concerning money : 1682). 
They could find i Gilbart an 18th century quotation that “banking is a 
trade where no iemationhie is required.’’ They could produce Michael 
Quin’s famous book of 1833, “ The Trade of Banking.” From current ex- 
perience, one might add that a man who deals in anything is a tradesman 
and leave it*at that. But during this century there have emerged certain 
characteristics which may always have been latent in banking but were not 
applicable to all bankers, even in the Igth century, as they are today. To 
begin with, a banker used to be a proprietor or partner of a private bank or a 
governor or director of a joint-stock bank, while the rest were bank clerks. 
3ut this distinction was not observed in the constitution of the Institute 
of Bankers, which admitted to membership from the beginning all who were 
employed by banks, and the word banker is by now accepted generally in 
the same way that doctor, clergyman, barrister, solicitor, accountant, teacher, 
indicate one engaged in his specialized work. All these, to mention only 
a few professional classes, wear the badge of privilege and high standing which 
is denied to the humbler calling of a trade. The question we are trying to 
answer is what is this distinction and on what is it based ? 
According to the Oxford Dictionary, a profession is a vocation or calling, 
‘especially one that involves some branch of learning’; and this is where 
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we may re-assess the functions of a banker. The job demands an expert, 
trained and educated for each section of his habitual occupation, and for 
this reason he studies in the Aristotelian sense, as he works, with a view to 
excellence. His service is meticulous in all transactions whether great or small, 
his fee is charged according to a recognized schedule, and his response academic 
in the sense that every detail is equally important. Not for him the quick 
scoop, or the smart profit over an unwary customer. As a doctor strives to 
keep his patient alive, so a banker wants to keep his customer from bank- 
ruptcy. Bigger claims than this, of course, are put forward by modern 
theorists. Charles Conant insists that “‘in every growing community much 
of the real burden of deciding upon the course of future development lies with 
the banker. It is for him to determine the relative marginal utility of one 
enterprise as compared with another and to grant a support to the enterprise 
which promises the highest utility and, therefore, the most certain profits.” 
This is another way of saying that his judgment, knowledge, experience, 
wisdom, in technical as in personal dealings are the crux of his calling. It is 
not for every banker that this aspect of finance looms as a day-to-day problem. 
For the majority of the 70,000 employed in English banks the duties are on a 
smaller, if not less important, scale; but the character of the service and 
the integrity that lies behind it does not vary in any sphere or rank of banking. 

For our purposes, the ordinary banker in the ordinary branch can be 
taken as the common factor upon which the argument hangs. His response 
to every demand made upon him will involve knowledge, both of his job and 
of his customer. The advice he gives is confidential, just as the inquiry 
that comes to him is confidential, too. His duty of secrecy is as important 
to him and to his status as it is to a doctor or a lawyer. His anxiety not to 
give false information is as vital to him as it is to a teacher or a research 
worker. The accuracy of his records involves him in the most precise calcula- 
tions, for without accuracy the whole procedure fails. He has no need to 
set out his window with attractive cheques or specially reduced terms for 
out-of-season visitors. His serious and courteous response is the only bush 
his particular wine requires. In a world of uncertain values and doubtful 
manners, banking may well be one of the last strongholds of polite and speedy 
service, and by this means, if by no other, may have raised itself over the 
borderline into the civilized world of professional service. 

Again, let us consider the type of learning which this service implies. It 
is not any rule of thumb catalogue such as a retailer needs when disposing of 
his stock, nor any set of current costs such as a wholesaler consults before he 
releases his commodities. It is the power to recognize correctness in a 
document, whether it is a normal cheque or an abnormal bill. It is awareness 
of the implications if he does not meet the legal demands of any contract. 
It is knowledge of the consequences of the transaction in which he is involved, 
and it may be his duty to inquire, and having inquired, to respect, the purposes 
of the man on the other side of the counter. Obviously, this judgment comes 
from experience as well as learning, but to treat it as a purchasable article 
which any casual worker could supply is to ignore the concentration and 
continuity that true banking demands. 

Perhaps this word continuity is nearer the heart of things than any other 
aspect of the subject, because the banker’s duty is not only to know his own 
field but to know where it ends and where he must call in the specialist to 
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diagnose the problem, whether it is his own income tax department or the 
outside opinion of another banker. He should have no chickens which will 
come home to roost, and his responsibilities are with him and his institution 
long after the tradesmen’s sheltering Statute of Limitations has covered 
their deficiencies: his books may be scrutinized seventy years hence—which 
period was fixed by the Select Committee on Dormant Balances in 1918. 
His customer and his customer’s beneficiaries may look to him for succour 
far longer than the normal span of business deals would demand. It is an 
axiom of higher education that while it does not attempt to teach its students 
all about any one subject, it teaches them for all time how to find things 
out and how to estimate the essentials of matters quite strange to them. 
Is it too much to ask that bankers should be given a few marks for the very 
capacity that education sets out to achieve? Those of us who know them 
well would mark them very handsomely indeed. Without claiming that 
scholastic honours alone fit a man for banking as a career, one must in fairness 
admit that his way of thinking will turn, if he is to succeed, in the direction 
of informed and careful work ; and the record of English banking is proof of 
how continuously this public service has succeeded. For the banker’s duty 
is to his customer, and his customer can count on protection, attention and 
consideration, not only occasionally, but all the time, and much more than 
he would expect or want from his favourite tailor, greengrocer, tobacconist 
or, even, post office assistant. 

What has the war done to crystallize this state of affairs, one way or the 
other? The emphasis is all on the side of the professional responsibility 
of the banker. Take, for example, the Defence Finance Regulations and 
the Trading with the Enemy Act, both of 1939. The Government has not 
provided other machinery for the interpretation and application of the day-to- 
day rules which have been pouring out for five and a half years on these 
matters. The banker’s duty to know and enforce emergency measures has 
made him often invigilator of his customer’s actions; it is his responsibility 
to hand over foreign exchange assets, to supervise the restricted imports 
of notes and securities, to transfer shares and payments outside the sterling 
area, where this is permitted. For the whole nation, trading with the enemy 
is a common law misdemeanour, but in addition to this the banker must 
pay to the Custodian money due to an enemy, notify him of enemy property 
and recognize enemy agencies from the “ black list” of firms in neutral 
countries. The banker continues to be a guide through the jungle of rules 
and orders relating to various aspects of life and doubtless applicable for 
years to come, on property, war damage, mortgages, income tax, price controls, 
rent restrictions, pensions and compensation to mention only a few. More 
recently a check on home transactions has been set up by insisting that 
crossed drafts and cheques shall be paid into an account and not cashed over 
the counter. All this work has been well done, with half the staff gone and 
hundreds of branches closed, and it has been done silently, efficiently and 
economically The banks have not made a commercial thing of it ; the reward 
is in the increase of what they need to know, and it has been assumed that 
they will know it. How truly Gilbart said that banking is both a science and 
an art—in both senses a profession. 
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The Banking Half-Year 


T has been a truism for six years past that the whole banking situation 

is dominated by Government finance and that it is the size of the national 

deficit which primarily governs the rate of credit expansion. ‘Fort the 
first half of 1945, those propositions no longer hold good. Since the beginning 
of the present financial year, war expe nditure has shown a noticeable con- 
traction as compared with 1944, and, revenue re maining extremely buoy ant, 
the deficit has declined s 
for the half-year, the whole of the reduction “being compressed into the se iol 
quarter. Yet in spite of this favourable turn in the national finances, it is 
precisely in the April-June quarter that the pace of credit e xpansion has shot 
up abruptly. Between the end of 1944 and the March clearing bank returns, 
deposits declined by as much as £85.5 millions, compared with only £43.5 
eat over the corresponding months of 1944. In the succeeding three 
months, however, the rise in deposits totalled no less than {292.1 millions, 
against only {111.9 millions a year earlier. Taking the half-year as a whole, 
therefore, the expansion in deposits amounted to {206.6 millions, against 
£68.4 millions. 

The reason for this sudden change of trend is, of course, the setback in 
subscriptions to the tap issues. With the ending of hostilities in Europe, it 
is probable that savings themselves have declined somewhat—the renewal 
of the basic petrol ration, for example, involves a modest increase in civilian 
consumption and there have been other minor relaxations of wartime austerity. 
For the most part, however, the reverse suffered by the National Savings 
movement undoubtedly reflects, not a decrease in savings, but a marked change 
in the preferences of the public as to the form in which it desires its current 
savings to be held. There has been very little actual increase in spending ; 
but with the prospect of freer spending to come both individuals and companies 
have been building up a more liquid position. The steepness of the recent 
rise in deposits, in other words, has been due less to any influences affecting 
the supply of securities than to the enhanced demand of the public for liquid 
assets. Whether this movement will prove reversible when the special 
Thanksgiving Savings drive comes along in the autumn remains to be seen. 
For the present, the reduced willingness to invest in more permanent forms 
must be accepted as a fact, the magnitude of which is indicated by the following 
table : 








SAVINGS RESULTS 


Jan.—June Jan.—June. jJan.—June. 
1945 1944 Change 
£m. £m. {m. 
Small Savings 
National Savings Certificates (net) f aa 74.1 152.9 — 78.8 
Defence Bonds (net) ia - ee a 38.9 75.2 - 36.3 
Savings Accounts .. a re a a 178.5 190.5 — 12.0 
Total. . a i me a 291.5 418.6 — 127.1 
Large Savings 
Savings 3% ae 177.4 250.9 — 73.5 
National War Bonds 24% 102.1 396.1 — 294.0 
Exchequer Bonds 13% 289.5 a + 289.5 
Total 569.0 647.0 — 78,0 
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It will be seen that both on the side of large and small savings there is a 
clear indication of a swing towards liquidity. In the small savings group 
the addition to Post Office and Trustee Savings Bank accounts has been 
only slightly less than in the first half of 1944, whereas purchases of Savings 
Certificates and Defence Bonds (allowing for encashments) have about halved. 
Similarly on the side of large savings. Subscriptions to Savings Bonds have 
fallen by nearly a third and the short maturity of the Exchequer Bonds, as 
compared with the medium-term War Bonds, has not sufficed to induce any 


expansion in subscriptions. 


The following table shows the changes on the month and over the year 


to June 1945, and also over the whole war period : 


CLEARING BANK RETURNS 
Change on: 


A 


¢ = — ee 

June June 
1945 Month Year 1939 
{m ém. fm. 

Deposits oe 2° ae 4,751.5 134.8 + 651.4 

Cash .. a i gi 193.6 11.3 66.6 

ill Money .. oon 195.3 = + 10.6 

Discounts .. ; ‘ 134.7 14.3 67.7 

r.D.R ‘a . 1,938.5 57.0 - §93.0 

Investments l 127.5 1.9 12.7 + 

Advances. ; 761.0 11.9 9.3 - 


It will be seen that deposits have now appreciably more than doubled over 
the six years. The increase on the year as at the end of June amounted to 
as much as £651 millions, an all-time record, as compared with a rise of £470 
millions over the previous twelve months and of £367 millions over the year 
to June 1943. 

A slightly different picture results if the deposit total is corrected for 
the change in transit items and allowance made for the movement in advances 
and holdings of tax reserve certificates, as shown by the next table : 


DEPOSITS AND TAX CERTIFICATES 


Change in / millions 
January pus 


1940 1941 1942 1943 1944 1945, 
Deposits unadjusted 28 + 146 66 ; 3 68 + 207 
Increase { )} or decrease in 
cheques and balances . { 2 20 { 16 1 9) & 36 i. 9 
Effective deposits + 30 126 50 |- 23 + 84 + 216 
Increase or decreas¢ ) in 
advances P + 40 17 6 + 29 27 - Il 
Net ’’ deposits . + 70 + 173 44 + §2 57 + 205 
Tax certificates 265 + 44 22 — 22 
Net liquid assets na i + 70 173 + 221 96 + 35 + 181 


On this basis, which undoubtedly gives a better picture of the true position 
than the uncorrected deposit figures alone, the expansion in the public’s 
‘net liquid assets "’ (other than notes and coin) showed a progressive diminu- 
tion from 1942 to 1944. Over the past half-year this trend was reversed, 
but the combined increase for the six months of £181 millions in net deposits 
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and tax certificates together was still £40 millions less than in the first half 
of 1942. As to the note circulation, net withdrawals this year amounted to 
{83.4 millions between the January low and July 18, against {66.3 millions 
over the corresponding period of 1942. 

The trend of tax certificates is analyzed in greater detail in the following 
table : 


TREND OF TAX CERTIFICATES 





Outstanding 
(£'000) (end of 
Net period) 
Quarter : Subscribed Redeemed Subscriptions £m. 
1941 IV ia 16,800 -- 16,000 16.8 
1942 I ea 175,100 385 174,715 191.5 
Il ie 96,000 5,736 90,764 281.8 
IIT Tr 118,200 22,642 95,558 377.3 
IV — 115,550 22,954 92,596 469.9 
1943 I i 140,200 167,041 - 26,841 443.1 
I] ha 112,750 41,935 70,815 513.9 
Ill sc 131,350 62,488 68,862 582.8 
IV ma 120,650 56,930 63,720 646.5 
1944 I a 152,000 236,812 — 84,812 561.7 
II BY 116,600 53,594 63,006 624.7 
iil i 131,950 69,879 62,071 686.8 
[\ - 133,250 60,416 72,834 | 759.6 
1945 I nie 180,250 257,326 - 77,076 682.5 
Il ss 109,600 54,027 55,573 738.1 
It will be seen that at the end of June this astoundingly popular tax-free 


issue showed a further rise of re millions on the year. 
The next table shows the movement in deposits and in the main assets 
over the first half of each of the past six years : 


CHANGES IN DEPOSITS AND MAIN ASSETS 


(£ millions) 


Money 

Market 
Jan.-June Deposits Assets TER. s Investments Advances 
1940 =a v ‘ 28.5 + 41.9 + 26.9 — 39.5 
194] ie es + 145.9 87.5 168.5 + 108.8 — 46.8 
1942 sin os 66.1 + 126.9 215.5 + 69.7 6.4 
1943 oi - t 1.8 + 61.3 - 37.0 + 38.8 - 28.9 
1944, oF + 68.5 + 103.5 61.5 + 15.6 + 27.3 
1945... wis + 206.6 - 15.3 272.0 - 37.1 + 7.6 


In contrast with the three preceding years, when the January/June period 
witnessed on each occasion a temporary recovery in money market assets 
at the expense of T.D.R. holdings, the past six months have seen a further 
relapse in discounts (in April to the new low level of £109 millions), while 
on the other hand there has been a record increase in T.D.R.’s. The latter 
item—now equivalent to over 40 per cent. of deposits—more than provides 
the full counte rpart for the addition to bank credit over the half-year. Ex- 
pansion in T.D.R.’s has taken place at the expense not only of the money 
market assets, but still more at the expense of investments, which show the 
first net decline for the period covered by the table. One suggestion put 
forward to explain the steady contraction in the banks’ investment portfolios 
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during recent months is that the banks have been induced to liquidate securities 
by the very tight rein kept by the authorities over the cash position. This 
may be correct, but is not at first sight altogether convincing, since if the 
securities are taken up by the public there is no direct benefit to the combined 
cash position of the banks, while if the securities are absorbed by supporting 
official purchases, it is difficult to see that anything is gained by a refusal to 
supply the necessary cash in the first instance. On the other hand, with money 
market assets at extremely low levels, it seems probable that a temporary 
stringency would prompt the banks to unload gilt-edged rather than still 
further deplete their bill portfolios (though here again, the calling in of loans 
from the money market would, given the cheap money policy, compel the 
authorities to expand the credit base quite as effectively as sales of gilt-edged.) 
On the subject of cash reserves, incidentally, there has been a continuation of 
the remarkable economy in till money already discussed in our columns. 
In May, the combined till-money total of {146.2 millions was slightly lower 
than in January, 1942, and in the meantime deposits have risen by over 
£1,500 millions. 

On the face of it, any suggestion of stringency would seem to be negatived 
by the reduction in T.D.R. encashments shown by the table below. This 
may, however, be only an indirect reflection of the contraction in public 
subscriptions to the tap issues, since T.D.R.’s may be pre-encashed without 
penalty only in exchange for a longer-dated security : 


T.D.R. FINANCE BY HALF-YEARS 
| Ratio of 





Outstanding} Maturities in period : Pre-encashments in period: _| pre-encash- 
beginning As % of Of which issued ments to 
of period outstanding: | Total within period : | maturities 

fm. fm £m. 4m. 6 % 
1940 II _- — | 48.5 48. 100.0 _- 
194] I 338.0 312.5 92.5 93.5 68.0 93'.9 29.9" 
I] 519.0 | 166.0 89.7 122.0 69.0 56.6 26.2 
1942 I 811.5 534.0 65.8 | 324.5 47.0 14.5 60.8 
I] 591.5 516.5 87.3 | 137.0 62.0 45.2 26.5 
| 
1943 966.5 865.5 89.6 | 370.0 269.0 972.7 42.7 
II 925.5 863.5 93.3 |} 204.5 142.5 69.7 23.7 $ 
1944 I 1,401.0 1,289.5 92.0 | 435.5 324.0 74.4 33.9 
II 1,351.0 1,307.5 96.8 254.0 210.5 83.0 19.4 
1945 I 1,794.5 1,719.5 96.0 L 234.5 159.5 68.0 13.6 


Queensland National Bank 


The London Office has returned from ‘its emergency address at Ross-on-Wye to 
No. 8 Princes Street, E.C.2. Telephone No. : Monarch 3134. 
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International Banking 


France 

HE effect of the exchange of Bank of France notes has been a wholesale 
T Gehoasting on an unprecedented scale. In order to effect the exchange, 

the notes had to be deposited with banks. Their owners have now no 
wish to re-hoard the new notes in place of the old ones, because the possession 
of the amounts involved is now on record, and the Government is thus in a 
position to track down the amounts re-hoarded. Since concealment of fortunes 
from the fisc was the main object of hoarding, it would serve no purpose 
to revert to the practice, at any rate as far as the amounts of notes surrendered 
to banks for exchange are concerned. Hoarding is now confined almost 
entirely to newly-earned money, the possession of which has not been placed 
on record. 

The result of the change has been a spectacular increase in French bank 
deposits. The banks now possess large idle resources which cannot be fully 
used owing to the inability of French “industries to operate normally for lack 
of fuel and raw materials. On the other hand, there is an acute shortage 
of funds on the black markets, for owners of the proceeds of old notes do not 
care to engage in illicit transactions for fear that the authorities may trace 
the use of “the funds whose existence is now known to them. The price of 
gold and of goods has fallen considerably in the black markets in consequence 
of this lack of funds. 

Switzerland 

The Swiss Bankers Association issued a statement last month in answer 
to American criticism of Switzerland’s attitude towards German assets. It 
declared that for a long time now Swiss banks have been exercising the greatest 
restraint in accepting foreign capital. The figure mentioned abroad as repre- 
senting German holdings of Swiss deposits is described as being grossly 
exaggerated. The alleged amount of 16 milliard francs can hardly be correct, 
it is claimed in the Swiss Press, seeing that the total deposits of all Swiss 
banks are under 20 milliard francs. ae Swiss newspaper admits, however, 
that Allied suspicion is not altogether without justification, as not all quarters 
acted with the necessary promptness in carrying out the financial agreement 
concluded in March. 

The Swiss Press continues to lay stress to the necessity of safeguarding 
banking secrecy, which is regarded as vital from the point of view of Switzer- 
land’s prospects as a banking centre. It has been suggested that while the 
banks should supply the Swiss authorities with a complete list of German 
assets, only the grand totals should be communicated to the Allies. This 
solution is hardly likely to be found satisfactory, as it would not enable the 
Allies to ascertain whether any German war criminals are hiding assets in 
Switzerland. The view is held in Allied countries that to prevent the financing 
of subversive activities should be considered more important than the profit 
earned by Swiss banks on international banking activities arising from German 
hidden assets. 

Belgium 
During the course of a debate in the Senate, the Finance Minister promised 
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that by the end of the year the amounts blocked in October 1944 will be 
released to a total of Fcs. 185,000 millions. The Government is resolved to 
avoid any new inflation. The Chamber of Representatives Finance Com- 
mittee endorsed the Finance Minister’s project of converting part of the 
blocked balances into a forced loan, on the condition that the interest rate 
on such loan is fixed higher than originally planned. The proposed capital 
levy is expected to meet with serious opposition. 


Brazil 

The Brazilian Government has decreed a compulsory subscription to 
War Bonds. Other measures adopted to check inflation include the institution 
of an excess profits tax and the adoption of price control for commodities 
in short supply. The note circulation has expanded considerably and prices 
have been rising. 

The net profit of the Banco do Brasil increased to Cr. 147,877,000 in 1944, 
against Cr. 134,847,000 in 1943; its dividend was maintained at 15 per cent. 
The proportion of cash to deposits declined from 7 to 6 per cent. Total 
advances to trade reached a new high record at Cr. 4,493,000,000. 


[taly 

The financial section of the Allied Military Government found over eight 
milliard lire deposited by the German Government in Italian banks. In 
the Rome area alone some Lire 29,000,000 were discovered and even bigger 
sums were found in the various towns of Northern Italy. In Lombardy 
Lire 600,000,000 and in Piedmont Lire 37,000,000 were discovered. Addi- 
tionally over Lire 1,000,000,000 was confiscated from the German Army 
Organizations in Italy. Fifth Army Group handed over more than 
Lire 1,500,000 to officials of the A.M.G.O.T. financial section. As Turin, 
Milan and Genoa are short of Italian currency, it was decided to transfer 
two-and-half milliard lire to allow local banks to meet their ready cash re- 
quirements. Lire 300,000,000 was allocated to the Banca Italiana of Venize. 
Stocks and shares worth Lire 60,000,000 were found at the H.Q. of the former 
Republican Ministries and this amount was handed over to the Allied Financial 
Board (Ente Finanziaro Alleato) in Rome, so as to be forwarded to the Ministry 
of Foreign Affairs. 





Appointments and Retirements 
Martins Bank Changes 


At the beginning of this month, Mr. J. M. Furniss, director and chief 
general manager of Martins Bank, retires from the position of chief executive 
officer, which he has held since 1913, having completed over 51 years of dis- 
tinguished service. He will retain the seat on the board which he has held 
since 1939. Mr. Furniss is succeeded as chief general manager by Mr. James 
McKendrick, who forms the subject of our frontispiece this month. Mr. 
McKendrick has been closely identified with the general management of the 
bank during the past fifteen years, and has been associated with Mr. Furniss 
since 1922, succeeding him in 1926 at Newcastle as district general manager 
of that part of the bank which comprised the branches of the North Eastern 


Bank of Scotland 


1695 — 250th ANNIVERSARY — 1945 





On 17th July, 1695, the Scots Parliament in Edinburgh passed an Act for 
“‘ Erecting and Regulating the Bank of Scotland.” 


The first Governor was John Holland—a London Merchant—and for a 
short period at the outset of the Bank’s career, six Scotsmen, who were Merchants 
in London, were on the Board of Directors. 


The Authorised Capital originally was 1,200,000 pounds Scots or £100,000 
Sterling, of which 10°, £10,000 was called up. One-third of the Capital was 
subscribed in London. 


The Capital is now £2,400,000 and Total Assets exceed £90,000,000. 


The Bank opened a City Office in 1867. It is now at 30 Bishopsgate, 2 
The West End Office is at 16/18 Piccadilly and was opened in 1929. There are 
over 200 Branches throughout Scotland. Every description of Banking Business 
is transacted and Executorships and Trusteeships are undertaken. 


Head Office . 
THE MOUND, EDINBURGH 








VALUATIONS 


For more than 60 years the name of LEOPOLD FARMER & SONS 
has been associated with the valuation of 


INDUSTRIAL PROPERTIES, PLANT AND MACHINERY 


An accurate valuation of property and plant may be utilised for a 
variety of purposes. It cannot, therefore, be over-emphasised that 
the opinion of value should carry the name of a firm of repute 


LEOPOLD FARMER & SONS 


Surveyors, Valuers and Auctioneers 


46, GRESHAM STREET, LONDON, E.C.2 
Tel. MONARCH 3422 
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Banking Co. Ltd. in Northumberland, Durham and North Yorkshire. Mr. 
McKendrick commenced his banking career with the North Eastern Banking 
Co., which was absorbed by the Bask of Liverpool in 1914. He was recently 
elected president of the Liverpool and District Bankers’ Institute for the 
ensuing year. 

Mr. Frank Voyce, hitherto joint general manager of Martins Bank, succeeds 
Mr. McKendrick as deputy chief general manager. He joined the Bank of 
Liverpool Ltd. from the Palatine Bank in 1914, and after serving as a Head 
Office inspector for a number of years successively occupied the positions of 
district general manager of the North Eastern area, superintendent of branches 
at Head Office, assistant general manager, and became joint general manager 
in 1941. For the past six years he has been stationed at Lombard Street 
Office, London. He is a native of Manchester and was educated at Manchester 
Grammar School. Prior to the last war he was well known in theatrical circles, 
being the original secretary and one of the founders of the Manchester Play- 
goers’ Club. 
tage 5 Nationale pour le Commerce et l'Industrie—Mr. Henri Pouy- 
anne, C.B.E., who has been the manager of the London branch of this bank 
since its inception, has retired at his own request. Mr. Pouyanne has been 
living in this country ever since 1920, when he came here as Financial Attaché 
to the French Embassy. He received the C.B.E. in recognition of his services, 
especially in connection with the negotiation of the War Debt Agreement 
after the last war. The management will henceforth be entrusted to joint 
managers, one of whom is Mr. G. D. Cotton (formerly of the Anglo-French 
Banking Corporation), who will be in sole charge until further notice. 


Barclays Bank (D. C. & O.)—Mr. E. O. Holden has retired from the 
position of general manager and has been appointed a member of the London 
Committee. Mr. H. T. Egerton, secretary of the bank, has retired on pension. 
He is succeeded by Mr. A. Grave. 

British Linen Bank—Zondon Office: Mr. Robert Park, assistant ac- 
countant at London Office, has been appointed joint accountant at that office 
along with Mr. Wiliam C. Wallace, the present accountant. 

Clydesdale Bank—Sir Alexander G. Erskine-Hill, Bart., K.C., D.L., Edin- 
burgh, has been elected to a seat on the board. 

Lloyds Bank—Head Office: Mr. R. F. E. Whittaker, C.B., C.B.E., formerly 
manager of Eastern branch, to be deputy staff secretary. Advance Depart- 
ment: Mr. G. H. Spinney, a controller, has retired after 47 years’ service. 

Mr. E. D. Trump, from Southwark, S.E., to be an assistant controller. 
39 Threadneedle Street, E.C.: Mr. G. Finch, of Threadneedle Street, E.C., to 
be sub-manager on the approaching retirement of Mr. H. H. Gray, owing to 
ill-health, after 46 years’ service. Colonial and Foreign Dept., E.C.: Mr. 
W. H. Taylor, chief manager, has retired after 42 years’ service, but his services 
will be available in a consults itive capacity at the Colonial and F oreign Depart- 
ment, E.C., for the time being; Mr. J. B. Brutsch to be sole manager; Mr. 
H. R. Gear, hitherto a sub-manager, to be assistant manager. Mr. H. V. 
Kaye, who has been on amperes duty with the Bank of London and South 
America Limited since 1932, has retired from the active list of Lloyds Bank 
after 49 years’ servic 
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MILNERS SAFE CO. LTD., $8, HOLBORN VIADUCT, LONDON, E.C.I. 
Telephone: CENtcal 0041/5 Telegrams: Holdfast, Cent, London. 
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Martins Bank—Ashton-under-Lyne : Mr. W. A. Grundy, from Stalybridge, 
has been appointed manager of Ashton-under-Lyne in succession to Mr. 
J. R. Crompton, who will retire on pension after 44 years’ service. Darwen: 
Mr. S. A. Buxton, from Blackburn, has been appointed manager of Darwen 
in succession to Mr. F. Lee. Earby: Mr. T. E. Green, from Skipton, has 
been appointed manager of Earby, which has hitherto been under the control 
of the manager of Colne. Manchester, Brown Street : Mr. F. Lee, from Darwen, 
has been appointed sub manager of Brown Street, Manchester, following the 
promotion of Mr. J. H. Marsden as manager of Urmston. Manchester, Hulme : 
Mr. E. B. Turner, from Hyde, has been appointed manager of Hulme in 
succession to Mr. H. Wright, who will retire on pension after 44 years’ service. 
Settle: Mr. J. Metcalfe has been appointed assistant manager of this branch. 
Stalybridge: Mr. W. A. Fisher, from Queens Park, Manchester, has been 
appointed manager of Stalybridge in succession to Mr. W. A. Grundy. 


Midland Bank—tThe Right Hon. The Earl of Feversham has been elected 
to a seat on the board of the bank and of the Executor and Trustee Company. 


National Bank of Scotland—Head Office: Mr. Cyril Ian Cookes of the 
temporary staff, who, prior to the outbreak of war, had retired from the post 
of manager at Manila of the Hongkong and Shanghai Banking Corporation, 
and who has assisted us for over two years, desires for personal reasons to be 
released and will accordingly relinquish his temporary appointment. As a 
temporary measure in present circumstances, Mr. James Ritchie Cameron, 
of the Inspectors’ Department, has been appointed to undertake the duties 
of assistant Head Office manager. 


Royal Bank of Canada—Mr. R. V. LeSueur, K.C., of Toronto, has 
been elected a director. Mr. LeSueur is chairman and president of Imperial 
Oil Ltd., president of International Petroleum Co. Ltd., and director of a 
number of other corporations, including Montreal Trust Company. Mr. B. 
Strath will be in charge of the new Foreign Trade Department, located at 
the bank’s Lothbury office to provide information on trading opportunities 
with Canada, Central and South America and the West Indies. 

Standard Bank of South Africa—Owing to continued ill-health, Mr. 
Bertram Lowndes has resigned his seat on the board. Mr. Lowndes was 
London manager until November 1936, when he joined the board. He has 
served the bank for 43 years. 


Westminster Bank—The directors regret to announce that the Hon. Hugo 
Baring has resigned his seat on the board owing to the state of his health. 


Obituary 


It is with great regret that we learn of the death of Mr. W. G. Baker, 
assistant manager of Barclays Bank, 54 Lombard Street, at the early age 
of 41. Mr. Baker entered the bank at Lombard Street branch in April 1921, 
and after spending some years there as a managers’ assistant was appointed 
manager of St. Mary Axe, E.C.3, branch in June 1940. He went to Birmingham 
for training in July 1942 and on returning to London was appointed assistant 
manager at Lombard Street in February 1943. His career was full of promise 
and he will be sadly missed by his colleagues. 








